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PREFACE. 



Of all the phenomena that influence the well-being of Sooiety 
none are more personal or awake a livelier interest than those 
that affeot the valué of the ciiciüating médium, especially in 
countries where inconvertible paper-money is employed, and 
where the unoeasing oscillations of its valué from day to day, 
and almost from hour to hour, afford a perennial theme f or end- 
less oonjecture and speculation. 

No one that has suffered or profited from the altemative 
depreciation and appreciation of. our circulating médium could 
have failed at some time or other to speculate more or less 
vaguely on the true causes that give rise to such instability of 
valué, without, however, generally suoceeding in arriving at any 
satisfaotory conclusión, and ending usually in attiibiiting all 
such variations to the influence of extraordinary. r^ther than 
natural causes, and of seeking the explanation of the incompre- 
hensible by the aid of the supernatural. 

To such reasons must be attributed the ezcessive prominenoe 
that is credited to the influence of Speculation and Politice on 
the valué of the currency, whilst the intelligent analysis of the 
real caused that alone can affect it in a permanent maipier has 
been almost entirely neglected. 

A practical acquaintance in the pursuit of my prof ession with the 
unsurpassed natural resources of Brazil not only f orced upen my 
conviction the ultímate splendid destiny of such a country, but 
impressed upon my mind the anomaly presented by the contrast 
of its individual prosperity and resources with the national 
economical and fínancial disorganisation, and originated a lively 
desire to acquire a positive conception of the causes by which it 
has been evolved. 

The discussion originated -by the Press of Bio Janeiro some 
two years ago in relation to the extraordinary depreciation of 
the currency a£íorded little real Information on the subject; 
whilst the opinions of the different mercantile authorities con- 
sulted, when not limited to considerations of a metaphyBical 
nature, might be summed up in the decláratíon that exchange 
f ell because it did not rise. 
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An independent ínvestigatioH appeared, theref ore, indispens- 
able if the reason of the why and the wheref ore of the tmoeasing 
yariations of ezchange were to be e^ersatisfaotorily acconnted for. 

A preliminary investig^ation qniokly convinoed me of the abso- 
luto neoessity of disabusing my mind of all preconceived ideas 
as to the precise and invariable natnre of the sequenoe of 
eoonomical phenomena as aoqnired f rom an aoquaintance with 
the roles and methods deduced by Political Eoonomy from the 
almost ezoluslTre observation of the phenomena that corres- 
pond tometaUio or oonvertible ourrenoies; and that an inde- 
pendent analysis of the manner and method in whioh eaok 
sepárate real cause influenoes the valué of the currency, and is 
in tum reaoted-upon, was indispensable before any positivo 
conclusión could be reaohed. 

To this end it was neoessary flrst of all to oolleot the requisito 
statistics relativo to all the different factors that ezceroiso an 
influenoe on the valué of the ciroulating médium for a period 
suffioiently ombraoing to afford a secure basis on which to 
found eonolmsions. 

This alone was no mean task ; ospecially in a small and remote 
place liko Bio Grande, where f ow archives or works of ref orenoo 
aro to be found ; whilst the minute investigation of the f ow offioial 
statístios availablo oonolusively demonstrated the uselessness of 
attempting to mako any use of them until they had been 
thoroughly revised and corrected, and their valúes all reduced 
to that of an invariable standard. 

The period selected for analysis eztends from 1860 to 1894, 
and embraces the eoonomical movement of thirty-flve years. 
Theso thirty-flve years rosolve themsolves into síz dístinot 
periods, during which ezchange, or the valué of the curron<^, 
was almost unif ormly rising or f alling. 

The problem that theee siz periods present for solution is :~ 
Oivén the iiidÍ8puta¡bU faet of the average valué that the curreney 
actwilly attained during eaeh period, what were the real eaueee 
that lead to the respective appredation or depreciation in ecieh caeef 

If this can be satisfactorily settled ii becomes possible to draw 
positivo deductions on to the influenoe that similar causes must 
actually be ozercising, and the determination of the osoillations 
of the valué of the circulating médium in the immediate futuro 
then becomes a mere matter of calculation, were its factors 
simultaneously dotermined. 

Although thelatter is impossible, because suoh factors cmnot 
be preeisely determined oven for the present, yet the appreciation 
of the manner in whioh the valué of the currency is likoly to be 
affeoted will gonerally prove to oorrespond very closely with 
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faots» imleBS some important element has been overlooked; and, 
inversely, the knowledge of the invariable effects prodnoed by 
deteimined canses maj assist ns to minimize or nentralize the 
inflnenoe of oanses we cannot wholly control. 

The problem is dnal; and before the manner in which the 
nltimate yalue of the cturenoy has been determined f or snch 
sepárate period can be recognized, theralue and inflnence of 
each sepárate factor that ezerdses an inflnence on both intema- 
tional ezchange and on the local yalne of the cnrrency respect- 
ively mnst be determined. 

Snch an nndertaking inyolves, on the one hand» the deteimi- 
nation of the balance of intemationa! payments, or the conntry's 
annnal Activo and PasHvo, and, on the other not only the 
quantity of paper-money in oircnlation, but its coefficient per 
capita for each sepárate year of the siz periods imder analysis. 

To arrive at the valué of the annual credit or Activo it is ne-. 
cessary to determine that of all valúes reoeivable, including 
ezports, capital imported for permanent employment in the 
country whether public or prívate, and the ezportation of bullion, 
securíties and other valúes. The first can be determined by 
means of the customs retoms ; but the questionable nature of 
the local statistics of f oreign trade, admitted by competent 
local authoríties, made it necessary to compare the results thus 
obtained with those of the appraisements of BraziBan trade by 
foreign customs. The valué of capital imported in the shape 
of public loans, or for public Companies, has been likewise 
determined, but that imported prívately is undet'erminable, as 
also the amount of bullion exported for which no reliable 
statistics ezist. 

To constitute the annual debit or Pa$nvo it is necessary to 
determine the annual valué of the interest and amortization of 
public and prívate f oreign debts, the dividends «úá profits of 
f oreign public companies, and of all f oreign capital employed 
in the country, as weü as that of prívate remittances, of the 
bullion imported, and last but not least, of all imported mer- 
chandize. It is impossible to determine the valué of prívate 
remittances, whilst that of bullion imported is also undetermin- 
able from lack of proper statistics. The determination of the 
other factors is merely a matter of labour and patience. 

When once these factors of intemational payments have been 
determined it can be decided whether or no the balance has 
been f avourable or the reverse, and its inflnence on the valué 
of the currency be recognUed. The factors that stUl remain 
to be determined in order to appreciate the manner in which 
the local valué of the cnrrenc^ has been influenoed for each 



period are, tben, the qimntity of paper money in ciicnlation 
and its ooefficient. This has been done by obtaining the quan- 
tity of both treasury and bank notes in circulation f or each 
sepárate year. The popnlation has likewise been determined 
by allowing an annual unaccnmulatÍTre increase of 2} per cent, 
since the last census in 1872. Some of the condusions to which 
the study of the statistics ennnmerated inevitably lead are of 
the most interesting and often^nnezpected character. Apropo», 
the deductions as regards the influence exercised by the depre- 
ciation of the cnrrency on the valué of merchandize imported 
and exported may be pointed out as entirely opposed to generally 
acoepted ideas on the subject. 

When the analysis of the different factora and their inflnence 
on the Talue of the cnrrency was at length completed, it became 
necessary to account for the variations in the valué of the 
currency by application of the rules deduced to actual facts. 
It then became evident that no theory that is actually current 
as regards the origin of the valué of inconvertible paper-money 
could by any ingenuity be brought to invariably account for 
the rise and fall of exchange, and that there were many oscillations 
for which no explanation could he given. 

It was, therefore, unavoidable to either attempt to construct 
a new theory, or abandonthe hope of arriving at a logical ap- 
preciation of the causes of the depreciation of the currency. 

The investigation of these matters could not be effected 
without a simultaneous appreciation of the fínancial equili- 
brium and the causes that have disturbed it. 

The conviction with which I started on this investigation, 
that uo mibapprehension as to the future of so vast and pro- 
ductive a country need he entertained, has not been disturbed, 
but strengthened and accentuated by the logic of numbers. The 
economical and fínancial disasters of the past are but the con- 
sequence of the imperf ect comprehension of economic phenomena, 
and can he easily remedied, and the country launched perma- 
nently on the tide of irresistible progress, if Brazilians themselves 
will but take the trouble to recognize the true causes of the 
eoonomioal and fínancial difficulties that afflict them, and then 
resolutely apply the cure. 

The almost total absence of statistics in an important and 
progressive country is an anomaly and an evil. It has already 
led to f alse deductions and to mistaken practice in the past, 
as it must in the future. Few have either the time or the 
inolination to devote years to collecting the statistics necessary 
to substantiate their oonclusions, and muoh labour might have 
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been spared to the anthor were as mwSh i-mr^^rtan -e mt' ^^* d 
to oommercial statistics as to other factors oí' scientlfio iuve i 
gation. It may, therefore, be permitted to urge on the attention ^ 

A the oompetent authorities the necessity of realizing this C^^ 
desiderátum i and if the work I now have the honor of offering ^ 

to the pnblio resiüt merely in some reform in this respect, and 
18 of some assistance in enabling others to arríve at positive 
conclusions asregards the canses that have provoked the fínancial 
and economical dehacle, the labour it has entaUed will have been 
neither lost ñor misappredated. I f eel pleasure in recording 
the obligation I am under to the exoellent statistics published 
by the Jornal do Commercio of Rio de Janeiro in its annnal 
retrospect, without which it is doubtfnl if the compilation of 
the indispensable statistics would have been possible. These 
statistics, of wliich only a summary or average for each parti- 
cular period is given, are too voluminous for publication in 
detall. It may be added that it is not pretended that absolute 
accuracy has been obtained; that is probably impossible for 
statistics of this character extending back so many years, or at 
any rate could only be realized by the labour of many years and 
with access to more ampie sources of information. 

Rio Grande, Ist March 1806. 
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BRaZILffiN EXCHaNGE 

THE STUDY OF AN INCONVERTIBLE CURRENCY. 



INTRODUCTION. 

The contradiotory opinions and theories current amongst even 
the best infórmelas fco the causes that have produced and per- 
petúate the extraordinary depreciation of the currency, and 
still continué to cause violent oscillations in valué, are chiefly 
due to the failing to perceive the really dual nature of ezchange, 
as quoted in this market, in which the action of two really dis- 
tinct factors is almoat ineztricably confused. 

Exchange, as quoted in Brazil, really consists of two distinct 
elementSj each of which influences the valué of the currency in a 
distinctly different manner. One, the Keal or intemational 
exchange, corresponds to the variations of intemational 
payments; the other, or Nominal Exchange, varies with the 
ratio of the supply to the demand for the circulating médium. 

The dual nature of Exchange is better comprehended in 
Buenos Aires, where the same confusión does not exist, owing to 
the isolation of the two Exchanges, intemational or real Ex- 
change being alone quoted in pence or francs per gold dollar 
(peso), and this sold on 'change for currency, the diíference 
between the nominal valué and the price realized being termed 
the premium on gold. Thus the par or nominal valué of an 
Argentino dollar (peso) is 47| pence, and intemational Ex- 
change oscillates between 48.668d. and 46.582d. a variation of 
2.2 % abovo and below par ; whilst the premium on gold, or 
nominal Exchange, may be anything from zero upwards, and 
has several times reached 300 per cent. ! 

The fusión of the two different exchanges in a single quo- 
tation, usual in Brazil, undoubtedly obscures and confusos the 
perception of the true causes that opérate the depreciation of 
the currency and oscillations in its valué, rendering it difficult. 
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and often almost impossible, to disting^uish what proportion is 
due to the variations of International Exchange, and what to 
the local depreciation of the currency, or Nominal Exchange. 

It Í8,however, absolutely indispensable, in order to form a clear 
idea of the phenomena of Brazilian Exchange, to arrive at a 
distinct and positivo oonception of the existence and iiature of 
these two factors of the valué of the currency ; as it is evident 
that every variation of the market rate of Exchange must be 
either the resultant of these distinct forces acting in a similar 
or oontrary direction; and, consequently, that each factor must 
be separately analysed, and its range and method of action 
determined, before the combined effect of both, which deter- 
mines the currentor market rate of Exchange, can be properly 
considered. 

Since the preceding lines were written the annual report of 
the Minister of Finance (Dr. Bodriguez Al vez), for 1894 has 
come to hand, from which the foUowing extract is taken: — 

" Those who, like Ghoschen, teach that Exchange is a barome- 
ter that indicates unerringly the state of the money-market, 
the solidity of credit, the rate of discount, and the compara- 
tivo condition of the currency in different countries, will find 
some difficulty in applying their rules to the markets of this 
country. We observe, what is moreover the rule, local quota- 
tions of securities well maintained, and foreign quotations 
rising, with fair sales for export, and withal Exchange falling, 
and sometimos, as has been lately noticed, the price of coffee 
falling likewise." 

It would be diffioult to find a more interesting or better illus- 
tration of the misoonceptions that result from the custom of 
regarding the market quotation of exchange as the equivalent 
of the International exchange, to which Goschen refers, and 
which is the only exchange usual in European countries. 

If the necessary distinction be made between nominal and real, 
or international, exchange, no difficulty will be encountered in 
reoonciling the apparent contradictions, that Dr. Rodríguez 
Alves discovers, with the oscillations of the market rate of 
exchange; and the variations of international exchange may 
then,in Brazil, as elsewhere, continué to serve as the "barometer 
of its financial and economical condition," without the chance 
of falling into error, as Dr. R. Alves states, in "pretendingto 
apply to this country the rules observed or foUowed in Europe :** 
truly a ridiculous presumption ! 

It cannot be disputed that simultaneous causes may be at 
work, Bome of which tend to depreciate, and others to raise the 
yalue of the currency and rate of exchange, and that the ulti- 
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mate or market rate will depend on the relatlve importanoe of 
one and the other. Thus, a f avourable balance of intemational 
payments may be causing exchange to rise, whilst a new emis- 
sion of paper money m%y be simultaneously proyoking a f all ; if 
the influence of the fírst v^ere the more powerful the market 
rate would rise, and vice versa, 

The improvement of intemational exchange wonld react on 
foreign credit, which depends not only on the foreign demand 
for securities of all kinds, bnt also on the ability of ihe debtor 
to meet his engagements, which improvea with a ri4ng rate of 
exchange; consequently, the foreign demand for Brazilian 
aecnrities would show a tendency to improye. 

The favonrable state of intemational payments, even if it be 
the exclusive resnlt of an increased volume of exports, may be 
simultaneous with a positivo fall in the prices of certain deter- 
mined products, and even of the most important staple, coffee, 
and in fact has often been so, the fall in price, conseqnent on 
the increased supply, being compensated by the increase of its 
aggregate valué. 

A rise in intemational Exchange must tend to improve the 
local valué of the currency, when the supply of the circulating 
médium would exceed the demand, and exchange would conse- 
quently fall again unless this were corrected by the automatic 
regulator provided by the increased demand for, and rise in the 
prices of local securities, or a fall in the rate of discount, or both. 

If, however, the rise in intemational exchange is, as we have 
assumed, accompanied by a simultaneous and yet greater fall in 
nominal exchange, or the local valué of the currency, in conse- 
quence of some alteration in either the supply or demand for 
the circulating médium, the depreciation from this cause would 
exceed the appreciation caused by the improvement in intema- 
tional exchange, and the market rate of exchange would fall. 

The fall in the rate of exchange would then be an effect of 
the alteration of the relation of supply and demand for the cir- 
culating médium and not a cause; consequently, the demand for 
local securities and the rate of discount would be unaltered, 
sustained or weak as before, with a tendency to flrmness if the 
fall in exchange were the exclusive result of emission of paper 
money on a large scale, as the inevitable speculation that would 
ensue would raise the prices of all securities, at least temporarily . 
Admitting the distinct influence of each of the two exchanges, 
there is then no difficulty in conciliating the phenomena of " well 
sustained local and foreign quotations of securities and steady 
sales for export with a falling rate of exchange, and some 
times with falling prices of coffee itself," ñor yet of explaining 
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these apparent oontradictions "by the same rules followed 
in European markets/' 

It cannot be denied that Specnlation can, and does, f requently 
affeot not only the rate of exohange, bnt the relations of supply 
anddemand of everydescription. Its influence, however, onprioes, 
as on the valué of the currency, can only be lasting so long as it 
responds to some real or positive cause for an improvement or 
the reverse. 

Before, therefore, the theory that attributes to specnlation 
álmost exclusively the present depreciation of the currency, or 
a great share of it, can be accepted, it is necessary to prove by 
something better than mere conjectures that " Ezchange/' as 
Dr. Rodríguez Alves elsewhere states, " is not at present the 
indicator of our true economical situation, but merely reflects 
the movement of our daily transactions in obedience to va- 
rious perturbing causes/' a statement which appears to be 
absolntely self-contradíctory. 
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Real or International Exchange 



PART [. 



Beal or international exchange is deterrained solely by the 
variationa of international payments, and depends exclusively on 
the :pro or contra oí the balance between the annual credit and 
debit account of the country with all other foreign countries 
with which it holds relations. 

This equilibrium must not, as Goschen points out in his 
" Theory of f oreign Exohanges," be oonf ounded with the ex- 
ploded theory of the so called balance of trade : — 

"The error" says Goschen, " is frequently oommitted of imag- 
iniug that international debts arise solely from the impor- 
tation of merchandise^ and of considering the balanee of trade 
purely as a matter of importation and exportation, a simple 
índex of the excess of one over the other." " It is neoessary, 
however, to examine more closely the transactions effected 
between two conntries before forming an opinión as to their 
mutual indebtedness. [It will be found^ on studying the matter, 
that this situation does not result so much from the respec- 
tive exchange of products, as from the relation between the 
total expenditure of each with the other, be it f or the payment 
of products, f or the purchase of shares or bonds, f or the settlement 
of profíts and commissions, or for the expenditure of residents 
abroad, or travellers; in a word, for all the payments or promises 
to pay due in each country. The idea of Débt, in itseJf, should 
be lost sight of ; it is the engagement undertaken that we must 
consider, and this engagement produces identical effects what- 
ever may be its origin." 

" Payments due from one country to another, whatever be 
their object, have precisely the same effect as direct payments 
tor imports, so that the reciprocal debts of two countries may 
more or less balance, although one has imported much more 
merchandiae than it has fumished in exchange." 

In a similar spirit Tesserenc du Bord remarks that " La ba- 
lance du Commerce, qui n'est pas renfermée dans les chiffres 
de douane, se compose d'une foule d'éléments." 

It is then, the see-saw of this equilibrium between the annual 
international Debit (Passivo) and Credit (A.ctivo) which comprises 
on the one hand all descriptions of payments due on account of 
interest and amortisations of prívate or public f oreign debts, the 
guarantee of interest on foreign capital, dividends and prívate 
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remittances of all kinds, and all buUion and valúes imported, 
when the f ormer is not intended to be permanently employed in 
the country as f resh capital, as well as the valué of all imported 
merchandise, and, on the other hand, all payments reoeivable on 
account of exporta of all descriptions, including merchandise, 
bullion, and securities, and the valué of all foreign capital im- 
ported in the shape of loans, or otherwise, for permanent employ- 
ment in the country, that determines the relation of the demand 
and supply of bilis, and regulates the variations of intemational 
exchange ; which will be at par when they balance, favourable 
when the Credit exceeds the Debit, and vice-versa, 

Without pretending to be able tp collect all the innumerable 
data indispensible to be able to strike a precise balance, and 
determine experimentally the oscillations that this equilibrium 
must have experienced in the past, it appears x)os8Íble to approxi- 
mately determine the valué of the most important f actors, and 
to demónstrate their action in determining the valué of the cur- 
rency, and, inversely, to determine the real causes that can alone 
affect its valué in the future. 

The oscillations of intemational exchange are, then, deter- 
mined solely by the supply and demand for bilis in the market, 
and only transitorily by Speculation, or other influences, that 
have no real cause for their basis. 

When there is little orno bullion available for export the whole 
of the foreign engagements, which constitute the annual Debit 
or Passivo, must be met by Exports alone, unless supplemented 
by the proceeds of loans or other foreign Capital. 

A general impression is current, especially in mercantile cir- 
cles, that the real cause of the almost chronio depreciation of 
the currency is to be traced to an equally chronic excess of im- 
ports over exports ; and that this disequilibrium has not only 
always existed, but that it is inevitable, because national pro- 
duction is insufficient to satisfy local consumption and the 
demand for indispensable foreign imported commodities as well ; 
whilst it is believed that the real cause of the periodical necessity 
of recurrence to foreign credit is to be traced to the necessity of 
making good the déficit thus created, and the only remedy to be 
the reduction of the valué of imports, by development of local 
manufactures. 

This survival of the antiquated theory of the balance of trade 
would be scarcely worth contradiction, even if it amounts to a 
virtual coufession of national bankruptcy, were it not that any 
attempt to reduce its principies to practise by still further ex- 
aggeration of protective policy is calculated to render the sitúa- 
tion, already sufiSciently critical, still more d^ngerous. 
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It seems dear, and should be eepecially so in mercantile oír- 
cíes, where the balance oí trade theoiy is clung-to with so 
much pertinacity^that each year's intemational operations must, 
with trifling exceptions, be annually liquidated, and that> conse- 
qaently, exporta mnst, with or without the adventitious aid of 
foreig^ capital, snffice to pay not only for all imported goods, 
but likewise to satisfy all other foreign eng^gements, or some 
must remain unpaid. 

That National resouroes have to the present sufS.ced, with the 
aid of foreign capital, to satisfy all foreign demande or obliga- 
tions is indisputable, as that they must continne to do so were 
no assistance from foreign capital to be obtained. 

What therefore demanda investig^tion is the origin of the 
debt or déficit ; whether it is, as the supporters of the " balance 
of trade" assert, the effeet of an inevitable excess of importe, or 
whether it is not rather the cause of that excess, and the effect 
of a distinctly different series of phenomena, the failnre to 
realize an eqnilibrium between local expenditure and reyenne. 

The economical sitoation may beexoellent whilst the financial 
is disorganized ¡ the balance of intemational payments be 
undeniably favonrable whilst administrativo déficits make an 
appeal to credit inevitable. The moiety of savings thns setfree, 
by the snbstitution of foreign credit for taxation, wül still 
fnrther increase the demand for imports, which will pereist 
so long as foreign loans continué to be regarded as legitímate 
substitutes for ordinary revenue and taxation. 

That there, however, is absolutely no ground for the popular 
conviction that the valué of imports is chronically in excess of 
that of exporte is easUy preved by referenoe to the relativo 
statistics for the laet 35 years. 







Ofvxoial talüatiov 


OfFICIAL VÍ.LVÁTIOV 


Ratio of 




PERIOD 


OT 


OF 


▼álits 






ExroRTs 


Imposts 


OF Ihports 






Gold 


Gk)ld 


TO EXPOKTS 






Rs. 


Rs. 


Rs. 


1 


1861—1864 


562. 797: 447$ 


459. 108: 000$ 


81.5% 


2 


1865-1869 


733. 937: 583$ 


723. 646: 000$ 


98.5% 


3 


1870—1875 


1247. 117: 691$ 


931. 208: 000$ 


74.6% 


4 


1876—1885 


1952. 568: 266$ 


1739. 914: 000$ 


91.4% 


5 


1886- 1889 


913. 549: 029$ 


814. 047: 927$ 


89. 1 % 


6 


1890-1892 


796. 601: 767$ 


849. 240: 425$ 


106.6% 




1893 


291. 830: 271$ 


271. 564: 457$ 


77.2% 




649. 452: 054$ 


5788. 728: 809$ 


. 89. 1 % 
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The aggregate valué of importe, therefore, f or 35 years is 
according to the officialvaluation, which ig the least favourable, 
89,1 % oí the valué of exporta for the same periodj and provee 
that the balance of trade, if limited to these two factors, is 
indisputably favourable, and consequently that the meroantile 
theory that attempts to account for the depreciation of the 
currenoy by a sappositious excess of imports over exporta, to be 
absolutely untenable, and may, therefore, be fínally dismissed 
as in contradiction to facts. 

The question, however, that still remains to be settled is 
whether the balance of 11 % that remained over after paying for 
imports, was sufficient to meet aU other descríptions of f oreign 
expenditure; and if not, how best it can be rendered so 
without the necessity of periodic recurrenoe to foreign credit, 
to which there must necessarily be a limit, that sooner or later 
must be reached. 

Stewart Mili has ably described the mechanical manuOT in 
which intemational exchange must, when once disturbed, imme- 
diately proceed to right itself , just as water is said to seek its 
own level. 

*' Áa soon as the excess of the demand over the supply of for- 
eign bilis indicates a disturbanoe of the equilibrium, foreign 
exchange falls, and gold is exported to make good the differ- 
ence. The export of bullion reduces the home circulation, and 
produces a faU in prices at home, and a corresponding rise abroad; 
in consequence there succeeds an increase of exporta and a 
decrease of imports, which will continué until the balance is 
again struck, and exchange retum to par." 

Such is the process by which intemational exchange inva- 
riably readjusts itself in countries possessing a metallic or con- 
vertible currency. 

When the currenoy is whoUy inconvertible, and little or no 
bullion exists f ór export, the process is different. There then being 
no disturbance of the volume of the currency there will be no 
alteration of metallic prices at home or abroad on this account. 
No gold being available for export to make good the déficit, this 
can only be liquidated by payment in commodities, entailing 
either an immediate increase of exporta, a decrease of imports, 
or both. This process is, however, necessarily slow, as it is impos- 
sible either to spontaneously increase the volume of exports, ñor 
to suddenly reduce that of imports, which depends on orders 
previously given. 

Unless, then, privato accumulations suffice to cover the déficit, 
some debts must remain unpaid imtil the supply of bilis again 
balances the demand; and as public engagements are more 
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likely to be respected, regardless of cost, the sufferer f rom the 
scarcity is, uetially, the commeroial class. 

When once intemational exchange loses its balance and com- 
menees to f all in conntries tbat possess an inconvertible currency 
and little or no gold, nothing can arrest the fall except re- 
establishment of the equilibrinm by means of the decrease of 
imports, or increase of exports, or both, or else by the increase 
of assets available for liqnidation of the déficit, by the employ- 
ment of foreign capital, or other arrangements of a palliative 
natnre. The negotiation of a foreign loan, however, although 
it might serve to stop a gap for awhile, and liquídate out- 
standing debts, oould not permanently arrest the unfavonrable 
course of exchange unless the equilibrium between the annnal 
foreign debit and credit account were also simultaneously and 
permanently adjusted. If it were not, as soon as the proceeds 
of the loan were exhansted, real exchange must commence to 
fall again with increased violence, owing to the accession of 
foreign burdens cansed by the loan itself . 

When the currency is wholly inconvertible, and there is little 
or no gold for export, it is clear that the fall of exchange is not 
the result of an increase in the demand for bullion alone, but of 
that for exports of áll descriptions, of which bullion is merely the 
most important and representativo ítem. The demand for exports 
inoreasing and exceeding the supply, ( as long as the foreign 
demand remain unaltered) their prioes must then rise in propor- 
tion to the excess, including that of bullion. The rise in the 
prices of export and bullion, and the consequent, but not propor- 
tional, depreciation of the currency, must, therefore, continué 
to accumulate until in some manner an equilibrium is arrived 
at between the supply and demand for bilis. 

By convention, and for convenience, gold has been adopted as 
the standard of intemational exchange, by which the valúes of 
different kinds of exports are correlated; consequently, the 
increased demand for exports, which the disequilibrium of in- 
temational payments creates, is represented by a rise in the 
price of bullion, and its influence on the currency by a fall in 
the rate of exchange ; but it is an error to suppose that the 
rise in the prices of exportable commodities is the necessary 
conseqv£nce of a fall in exchange, when in reality the rise of 
prices of both exports and bullion is sw/itt¿ía«eous, and obeys 
the same causes. 

It may appear to be a matter of little importance whether ex- 
ports rise simultaneously for the same reasons that gold rises 
in price, or whether they rise later in consequence of the rise in 
the price of bullion; but, as wiU be seen later on, when it become 



— 10 — 

necessary to treat of nominal ezchang6 and the effect of the 
osciUations in the valué of the currency on príces^ a thorough 
comprehension of the seqnence of the phenomena that xesnlt 
in a rise or fall of real exchange, will materially assist in 
appreciating the cause and effect of other phenomena likewise. 
Similarly when, on the other hand, the supply of bilis exoeeds 
the demanda the local prices of bullion and ezports must fall, 
and the valué of the currency improve. The depreciation of 
the currency is limited only by zero, whilst the highest valué 
it can reach is, what is termed, the máximum "Gold point/' 
which is the par valué established by law, plus the cost of 
importing bullion, and appears to be for Brazil between 27id. 
and28d. 

In order therefore to raise the valué of the currency, when 
once depreciated, by the natural methods of increased produo- 
tion, it is not sufficient to arrive at a state of mere equilibrium j 
there must be a positive excess in the supply of bilis, and there- 
fore of exports, which will only continué to raise the rate of 
exchange and improve the valué of the currency so long as that 
excess persist. 

üntil therefore either by means of a shrinkage of importe or 
oth(r foreign payments, or an increase of exports or other 
resources, the equilibrium of intemational payments be definitely 
attained, real exchange must continué unfavourable, with per- 
haps occasional intermittent recoveries due to the adventitious 
assistance of foreign capital. 

For the facility of systematic analysis the series of 34 years 
comprised between 1860 and 1894, has been divided into six 
different periods, during which Exchange was alternately rising 
and falling. 

Ist period 1860-64 exchange oscillated between 25d. and 27i 

par to 14d. 
14d. to par 
par to 17íd. 
17id to par 
par to 9d. 

This period of 35 years is sufficiently comprehensive to afford 
the indispensable f acts, by which the accuracy of deductions can 
alone be verified; and which alone can give to economic theories 
the aathority of indisputable truth, that is not always their 
characteristic. 
\ The par valué of mil reis was in 1854 fixed at 27 penceA 
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The foregoing table conclusively proves that during períods 
of high or rising exchange the valué of exports has always 
exceeded that during the suocessive períods of low or falling 
exchange. 

During the three periods 1, 3 and 5, when exchange was rising^ 
the average valué of exporta was Es. 18$274 gold per capita^ 
whiJst during the periods 2, 4 and 6 of falling exchange^ the ave- 
rage valué of exports did not exceed Es. 16$831. 

This unexpected result, at first sight so opposed to the popular 
idea that supposes the valué of exports to increase invariably as 
exchange falls, without taking into account the origin of the 
rise or fall of exchange^ is, however^ as a little reflexión will 
show, correct and logical. A low rate of exchange and a decreas- 
ing valué of exports raay be the effect of low f oreign prices of 
exports, and may, therefore, be simultaneous with a positiva 
increase of production and of the volume of exports, if the fall of 
foreign prices is compensated by the rise of exchange, and con- 
sequent rise of local, or paper, prices. In this case there wouldbd 
no reduction in nominal profits and, therefore, no reduction in the 
volume of exports, although there might be one in their valué. 
Thus during the 4th period, 1875 to 1885, exchange f ell from par 
to 17J pence, and the valué of exports from Rs. 20$545 gold per 
capita, in the previous period, to Rs. 16$103 gold, in consequence 
ohiefly of the depreciation of 48 % in the foreign price of coffee. 
In lieu of a shrinkage of coffee shipments, however, we find that 
they rose from 2.718.495 sacks, the annual average for the pre- 
vious period at the port of Rio, to 3.907.846 sacks. 

When foreign prices rise or remain the same, and the fall of 
exchange is the exclusive result of a local depreciation caused, for 
example, by excessive emissions of paper-money, real proñts will 
either be raised, or will not be affected at all, but nominal profits, 
that is profits estimated in the depreciated currency, must in- 
crease; production, consequently, will receive a great impulse. 

Notwithstanding in the 2nd period 1865-1869 the fall of ex- 
change was the result of excessive foreign payments, excessive 
emissions, and was also affected by a slight fall in the prices of 
coffee; the valué of exports, however, fell from 17$817 gold per 
head, in the former period, to 16$419, when an increase would 
havtí been expected. -If exports did not positively increase in 
this period, a sufficient explanation would be probably found in 
the influence of the Paraguayan war and taxation on the cost of 
production and labour, combined with the fall in the price of 
coffee. 

The fall of exchange in the 6th period (1890-1892J was the 
almost exclusive effect of excessive emissions and foreign expen- 
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ditnre, as the prices f or the 3taple export had f aUen only from 
331136 gold to 32$156 per 60 kilos; consequently, production 
received a great impulse and both the volume and valué of ex- 
ports increased rapidly^ coffee shipments inoreasing during this 
period from an average of 2.990.965 sacks, to 3.054.262 sacks, 
whilst the valué of exports rose from 16$460 gold per head, during 
the previous period, to 18$002 per head. 

A rise in the rate of exchangí* will only affeot production un- 
f avourably if there is a positive reduotion of nominal protits in 
consequence. If, therefore, the improvement in exchange ís the 
result of a reduction of the volume of the currency, or of the 
importation of foreign capital, foreign prices of exports remain- 
ing the same, nominal profits must be reduced and exports will 
fall off. Thus in the 5th period, 1886-1889, exchange rose rapidly 
from 17id. to par, or 42 %, and the price of coffee, the principal 
export, also rose from 251836 to 33|196 gold per 60 kilos, or 
29 %; consequently, the rise of foreign prices, 29 ^, did not com- 
pénsate for the loss in nominal prices produced by the rise of 
exchange, equivalent to 42 %, profits dropped, and production f ell 
off, the annual shipments of coffee at Bio, being only 2.990,965 
sacks compared with 3.907.846 during the previous period; and, 
in spite of the notable rise in the price of coffee, the valué of 
exports remained almost stationary. 

If, onthe contrary, the improvement in exchange is the effect 
of high foreign prices of exports there will be not only no re- 
duction of nominal prices, butmay be considerable rise; conse- 
quently, there will be no faUing off of profits, the valué of imports 
will greatly increase, whilst their volume will suffer no reduction. 
Thufi, in the third period 1870-1875 exchange rose rapidly from 
14d. to par, in consequence of high foreign prices of coffee, whichi 
rose from B8.26$480 to Rs.38|130 gold per sack ; the valué 
of exports rose, consequently, from 16$419 gold per head, during 
the previous period, to 20$545, whilst shipments of coffee re- 
mained about the same, at 2.718.495, compared with 3.055.000 
sacks for the previous period. 

The depreciation of the currency, it may be concluded, fa- 
vours production and stimulates exports when it does not 
reduce nominal profits, and, consequently, the fall of exchange, 
that Í8 the result of a local depreciation only, is invariably favour- 
áble, and acts as an equivalent honus, or premium, to production 
and exports. 

The explanation of the advantage that a depreciation of the 
currency will sometimes confer on exports is to be found in the 
differential rise of prices that such a faU of exchange creates. 

The prices of exports and bullion rise uniformly and simulta- 
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neonsly^ whilst thoee oí importa rise lesa, and more slowly, and 
the prices of other products of purely local production and con- 
sumption, snch as certain food staples, as well as local expen- 
diture on account of rent, labour, taxes, etc., which constitute 
the major part of the cost of production, rise still leas, and atill 
more alowly; so that the differenee between the rise in the price of 
exporte and that oftheir eost of production eonstitutes a positive and 
equivalent inerecue of profite. The reason and aequence of this 
differential rise of prices will be determined later on. 



--^- 
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The infiuence of fhe valué of fhe currency on Imporfs 



The rise and fall of intemational exchange does not directly 
affect the demand for imports as it does that of exporta, bat 
only indirectlj, and in conseqnence of the rise in the nominal 
pricA of bnllion, by which a part of the cost of imports is reg^n- 
lated. The prioes of imports will therefore rise in consequenoe 
of a depreciation of intemational, or nominal exchange, bat not 
in the same ratio as those of exports and bullion itself. 

In conseqnence of the rise in the nominal prices of imports it 
would be natural to expeot some rednction in the demand to 
foUow any persistent fall of exchange ; bn^, in reality, this does 
not occur; and, on the contrary, the valué of imports has always 
increased as exchange f alls. 



The moTement of Imports has been dnring each 
of these períods as follows : 
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Ist 


1861—1864 


414. 108: 000$ 


13. $ 912 


81.5% 


2nd 


1865-186y 


144. 729: 200$ 


16. $ 261 


98.5 % 


3rd 


1870—1875 


155. 201: 3341 


15. $ 342 


74.6% 


4th 


187^—1885 


173. 991: 4001 


14. $ 349 


91.4% 


5th 


1886—1889 


203. 511: 982$ 


14. $ 667 


89.1 % 


6th 


1890-1862 


283. 080: 142$ 


19. $ 191 


106.6% 




1893 


271. 564: 457$ 


17. $ 749 


93.0% 


1861-1893 Average 




80.1 % 



This table shows oonclusively that during the periods of low 
exchange, in place of any decrease of the valué of imports taking 
place, there is a decided tendency to increase the demand, in 
spite of the rise in nominal, orpaper prices. 

During the three periods 1, 3 and 5, when exchange was high 
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or rising, the average annual importation per head was Bs.l4$6iO 
gold, against Rs.l6$617 gold per head for the three periods of 
faUing and low exchange. Nos. 2, 4 and 6. . 

During the two periods Nos. 2, and 6, when exchange fell to I 
lower rates than in any other, the consumption of importa I 
reached the highest rates registered, of B3.16$261 and 19$19y 
gold per head. 

/ When the fall of exchange is caased by a reduction in the 

' valne of exports themselves there will be no inorease of imports, 

as occurred in the 4th period, 1876-1885, when the foreign prioes 

I of ooffee suffered a great depreciation ; beoause, not only in this 

case do the pnces of imported merchandise rise as exchange 

I falls, but their valuéis also raised by the depreciation of exports, 

I 80 that the rise in prices of imports is simultaneóos with a re- 

dnction of the means of purchase, and, consequently, the demand 

must fall off, as in 1876-1885^ when the ooefficient of imports fell 

from 151342 to 14$349. 

This ptereotyped tendency to increase the consumption of im- 
ports precisely when a decrease wonld be expectedanddesirable, 
is one of the many paradoxes of inconyer tibie currencies; and, 
although at fírst sight, it may seem to be a cause ratfaer than an 
effect of the fall of exchange, a little f urther analysis proves the 
contrary. 

At the same time this undeniable tendency demonstrates the 
hopelessness of expecting to redress the balance of inter- 
nationil payments by means of the reduction of imports, unless 
special measures are taken to secure it ; and it nndoubtedly 
constitutes one, if not the chief difficulty in devising or executing 
any polioy directed to the amelioration of the valué of the cur- 
rency and improvement of exchange. 

The rationale oí this paradoxical increase, in lien of decrease, 
of imports when exchange falls, is as follows. 

As exchange falls the prices of exports rise simultaneously in 
a similar ratio, whilst those of imports rise also, but in a less 
ratio. The duties on imported mercliandise having been e^timated 
on a gold basis (24d.),but being payable in cnrrency at its nomi> 
nal valué, their real ormetallic valué increases as exchange rises, 
and vice-versa. In addition to this very considerable advan- 
tage gained by imports, all that part of the exclusively local 
cost of imports, such as discharge, storage, commissions and 
local profíts, which are likewise payable in currency (and at 
a high rate of exchange often constitute the greater part of 
their local cost) does not rise in the same proportion as the 
prices of exports, or that of gold, for reasons that will be 
explained later on : 
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In consequence, only the initial foreign cost of ímports de- 
livered in a Brazilianport will rise in preeisely the aame ratio as ex- 
ports and bullion, whilst the local cost, whioh includes all other 
expenditnre, will have risen much leas, if reduced to its real or 
equivalent gold valué, and the total increase of the cost and 
prices of imported merchandise will, therefore, be less than that 
of exports, and these will then exchange for a larger quantity of 
importa than previously. The demand for imports will, con- 
sequently, continué to expand in spite of the rise that would 
have oocurred in their nominal or currency prices, and of all at- ' 
tempts to maintain the nominal valué of duties on a par with 
their original, or real, valué by the imposition of surtaxes, so 
long as exchange continué to fall ; because the rise in the nomi- 
nal prices of exports is accompanied by a positivo increase of 
Valué, and, consequently, the same Exports will purchase more 
Imports than previous to the fall of exchange, and more will be 
imported. 

In addition to these real causes the f aJl of exchange will afFect 
consumption in another, and less logical manner. Even if it be 
supposed that the fall of exchange operates no disturbance in-.. 
the relative valúes of imports and exports, and that the prices of \ 
both, as well as of labour and all products of purely local con- 
sumption, have risen simultaneously and uniformly, when \ 
there could be no real increase of profits possible, even so the / 
apparent or Jictitious increase of profits, reckoned in paper 
money as it alwaya is, will produce preeisely the same effect, as 
f ar as consumption is concemed, as a real and positivo increment, 
and the consumption of both imports and local products will 
increase at the expense of profits. 

To take an example : A farmer, who at the cost of Es. 5:000$ 
produced exportable merchandise of the valué of Rs. 10:000$, 
when exchange stood at 20d. would receive for his produce 
Ks. 20:000$ if exchange fell to lOd. whilst his expenditnre, or 
cost of production, would have risen to Bs. 10:000$. In the 
first instance his profit would be Rs. 5:000$, and in the se- 
cond Rs. 10:000$ ; and, although, if reduced to their real or gold 
valué, the two would be identical, the nominal increase of Rs. 
5:000$ accruing in paper-money would produce all the effect 
of a true increase, and the faimer would consequently be 
inclined to spend, and will spend, a greater proportion of his 
profit than formerly, forgetting or ignoring that the valué of 
profit has declined in the same proportion as that of the cur- 
i-ency, and that, if he now realizes 10:000$ when he formerly 
made only Rs. 5:000$, and spends Rs. 5:000$ lívhen he previously 
spent only Rs. 2:000$, 1 he balance of Rs. 5:000$ saved is really less 
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than the Bs. 3:000$ he formerly allowel to accumulate when 
Exchan^e was at 20d. 

In practice, however, neither the prices of imports, ñor of 
commodities exclusively produced and consumed in the country 
rise precisely in the same ratio as those of exports and bnllion, 
so that in addition to the nominal profit due to the deceptive 
operation of the currency, there is also a real accession of profit 
that results from the increaaed valué of exports, both of which 
conour to swell the demand for imported goods. 

Later on we shall have occasion both to analyze the cause 
and sequence of this difiíerential rise in prices, and to corrobó- 
rate our dedac:tions by facts. 

It seems, then, indisputable that a lower rateof exchange (that 
is neither the result of excessive foreign expenditure ñor of a fall 
in the f oreigu demand for and prices of exports) not only f osters 
production and exports, but if a larger consumption of imports 
is any test, actually improves the condition of the masses, as is 
evidenced in their greater potentiality for purchase and conse- 
quent enhanced comfort. 

That these advantages are obtained spontaneously, without 
any individual loss, is not pretended. The loss, whatever it is, 
will fall mostly on profits, which will be greatly reduced if mea- 
sured by their metallic or real valué, though part will fall on 
the holders of public securities, fixed incomes, and creditors 
generally. 
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The infiuence of Export duties on Exchange 



A duty on Exports, or an increase of duties, must raise 
their cost at least by the amount of the duty or increase. 
The foreign demand remaining the same, profits must then 
sufFer, exports and the supply of bilis fall off, and, the demand 
for bilis remaining the same, real Exchange will fall. 

The fall in intemational, or real, Exchange will raise the cost 
of imports, but not in the same proportion as the price of 
exports had fallen ; the nett result of the duty will consequently 
be a shrinkage of both exports and imports, and a fall in 
Exchange in proportion to the difference between the new ratio 
of the supply to the demand for bilis, thus determined. 
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The variations in the -percentage of duties recovered on the 
real valué of Exports has never exceeded 1 %, and are, conse- 
quently, too small to affect appreciably either the foreign de- 
mand for Exports or the rate of Exchange, neither of which 
shows any signs of haying been influenced by the alterations of 
duties. 



20- 



The Infiuence of Import Duf ies on real Exchange. 



A duty, or the increase of duties, on imported commodities 
will raise their cost by at least the equivalent of the real valué 
of the increase. In consequenoe the prioes of importa will rise, 
the demand for imports deorease, and that for bilis fall off. The 
increased cost of imports, will raise the cost of Exports, but in a 
less degree than that of Imports, because only that part of the 
cost of production will be afíected that is attributable to 
the initial foreign cost of the imported commodities employed 
in production, the other or purely local expenditure being little 
influenced thereby. The increased cost of exports will afitect the 
foreign demand and reduce the supply of bilis, but in a less 
ratio than the demand has been simultaneously reduced ; con- 
sequently, the rate of exchange must improve, but not in a 
direct ratio to the reduction of foreign payments created by 
the decrease of imports. If then, the reduction of the demand 
for bilis be represented by 1, and that of the supply by i, the 
improvement in Exchange will be in the ratio of f : 1. 

The nett tendency of an increase of duties on imported com- 
modities will, therefore,be to créate a rise in the rate of Exchange 
in proportion to the ratio between the decrease of the demand 
* for bilis to that of the supply, and a simultaneous decrease in 
the volume and valué of both Imports and Exports. 

This result will be similar, but not identical, whether the 
currency be metallic or inconvertible. In the former case the 
ratio of the increased cost of Exports to that of Imports will be 
constant; and in the latter will vary with the valué of the 
currency, increasing as exchange rises, and vice-versa, because the 
nominal valué of the purely local cost of Exports, which is also 
the greater, neither f alls ñor rises precisely in an inverso ratio 
to the variations of the valué of the currency, but in a less ratio. 
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It willbe observed that the ratio of the valué of duties to that 
of importa is divided into two columna, one termed the 
Real, which ia the ratio between the real or gold valué of jdutiea 
and that of the importa themaelvea ; and the other the Nominal, 
or ratio between the nominal or currency valué of dutiea and the 
real valué of importa, which ia that of the official retuma. 

It ia important to notice this diatinction, aa the confuaion of 
one with the other many eaeily lead to falae concluaiona. 

Dnring the three perioda of high or riaing exchange, Noa. 1, 3, 
and 5, the average real rate of dutiea was 33.1 "/o; and during 
the three perioda of falling exchange 2, 4, and 6, waa only 25.6<>/o. 
During the fírat three perioda of high dutiea and high, or rising, 
exchange, the consumption of importa waa 141640 per head; 
and, during those of low dutiea and falling exchange, 161606 
gold per head. 

If the conaumption of importa be analyzed in detail, ita de- 
creaae will not be alwaya f ound to correapond to an increaae 
of dutiea ; but it muat be borne in mind that there are many other 
cauaea acting aimultaneoualy on real exchange itaelf, aome fa^ 
vourably and othera unfavourably, and that the market rate ia 
the reaultant of all the different cauaea that influence both real 
and nominal exchange, of which dutiea are but a aingle item. 

The influence that exceaaive import dutiea have been ahown 
to exeroiae on the volume of and demand for exporta, though ' 
little appreciated and generally miaapprehended, ia unqueation- 
ably the cauae of the almoat invariable failure of attempta to 
redreaathe balance of trade by ultra-protectioniat or prohibitory 
tariffs ; and explaina why the decrease of importa aimed-at ia 
almost alwaya accompanied by a corresponding, but undesired, 
ahrinkage of exports. 

The exceaaive taxation of importa not only reducea the foreign 
demand for exporta by raiaing their coat, but alao poaitively dim- 
iniahea the purchasing potentiality of foreign conaumera by 
limiting the médium by which they effeot exchangea. 

The deplorable efiecta of auch a policy on trade and proa- 
perity have never been more forcibly illuatrated than at the 
present day in Spain and Franco, where protectioniat doctrinea 
and practicea have been puahed to an extreme limit, only ex- 
ceeded in the United Statea. 

In Spain, to quote the " Economiste" under a liberal cuatom 
tariff, inaugurated in 1869, the valué of importa had risen unin- 
terruptedly from 442.263,313 pesetaa to 816.666,901 peaetaa in 
1882 and 1.018,770 in 1891 ; whilat exporta had increaaed from 
266.552,600 peaetaa to 765.376,887 in 1882 and 932.245,001 peaetaa 
in 1891 ; 80 that, in apite of revolutions and " pronunciamentoa," 
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the steady progress of foreign trade never glackened from 1859, 
whilat the customs revenue also followed the same assending 
scale, from 40.000,000 pesetas in 1869 to 98.000,000 in 1891. 

In the year 1892 the new and ultra proteationist tarlff came 
into forcé, whioh, according to its partisans, was to " make Spain 
more prosperous than ever, preserving for Spatn alone her own 
markets and those of her colonies, whilst obliging foreign con- 
sumers to contribate to the administrative expendittire of the 
country by heavy taxation of their goods imported into Spain, 
unable as they would be, to discontinué the importation on their 
part of the wines and other indispensable natural pro^nots that 
constitute 80 % of the total exporta of the oountry, and oonf er 
a practical monopoly ! " 

The figures of only 18 months* experience of the protectionist 
policy ha ve painfully demonstrated their ndstake, and i*ereal a 
decrease in every class of importa of 21.6 % oí their former valué, 
whilst the decrease in the valué of emport» has heen 21 d % or 
only0.b% less than that of imports, being preeisely most aocen- 
tuated in the very industries which were supposed to constitute a 
virtual monopoly, and the products of which were judged to be 
indispensable to foreign consumera, no matter what the importa 
might be ; Sherry shewing a decrease of 40 %, and oommon wine 
of 60 % in the valué exported. 
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If we now turn to France, we find a similar state of things to 
exist. The United States Cónsul in Boubaix, who will not be 
suspected of free-trade tendencies, in his annual report to his 
government in 1894, states that: "The financia! crisis (in 
France ) is contemporary with the new ultra protective tariíf. 
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and the supporters of this tariff are callea upon to explain 
the fact that, from the commencement of the years 1892^ which 
was the date of the enactment of the new tariff, until the 30th 
September of 1894, there was a falling off in exporta of more than 
699.000,000 francs, taking the year 1891 for comparison. The 
Chamber of Commeroe of Bheims has sent delegates to the Minis- 
ters of Cominerce and Foreign Affairs to devise means to 
ameliorate the situation of that Department, which suffers f roúi a 
diminution in the demand for its champagnes, while its woollen 
industries, which are very important, are undergoing an actual 
crisis ! Mnch was hoped from the reductions effected in the tariff 
of the United States ( in 1892,), but up to the present time these 
hopes have not been realized, and reports of commercial tra vel- 
lera from the United States are uniformly discouraging. To 
addto the chagrin of the Boubaix manufacturers the reports 
received from Bradford, their old-time rival, are to the effect 
that bnsiness with the United States is most encouraging." 

Protection to National industriéis at the expense of foreign 
imports mnst always be popular, appealing as it does to the 
chauvinistic sentiment dormant in every nationality, as well 
as because its true effects are generally misapprehended. It can 
however, be rarely advantageous, because the apparent advan- 
tages, gained by the reduction of imports, are mostly lost again 
by the falling off of exports. 

The adoption of an nltra-protectionist policy in Brazil oould 
not, moreover, considerably reduce the volume of any class of 
imports, except suoh as are not produced at all in the oountry ; 
and, as regards others, would only succeed in raising their cost, 
as the country is not, and cannot be, in a position to replace the 
greater part of the absolutely indispensable foreign imported 
commodities by local manufactures or produce, at least for many 
years to come. 

Although the virtual monopoly by Brazil of two importanl 
products, coffee and rubber, may, it is true, minimizo the evil 
influence that a protective or prohibitivo policy as regardt 
imports would certainly exercise on exports, it cannot be relied 
on to neutralizo it ; as the experienco of Spain with its sherry, 
and Franco with its champagnes has already ovidenoed. 

Nevertheless, the necessity of reaUzing, by means of increased 
duties on imports, the indispensable financial and económica! 
equilibrium may make such a policy an unavoidable evil, that 
can, however, be considerably mitigated by taking the necossary 
prr3cautions to prevent it from deteriorating into an exaggeration 
of protectionism, never intended. 

The increase of duties on imports, whatever may be its object. 



— 24 — 

ualess carefuUy proisided against must act as a tax levied on all 
consumera for the almost exclusive benefit of local industries, 
thus protected from foreign competition. 

The rise in prices of all such imports as are likewise pro- 
duced in the country, conseqaent on the increase of duties, wiU 
not be confined to the imported goods only, but will extend to 
the whole stock ; and, thus, a specific tax on imports, originally 
intended to increase the revenue, will raise the cost not only 
of the imported, but also of the similar local product; this 
latt«r moiety of the tax, however, will yield no increase of 
revenue to the State, but merely add the equivalent of the 
duty, or thereabouts, to the profits of that particular favoured 
industry. 

To take a concrete example. The present duty (1884) on lard is 
200 reis per kilo,or 1$000 per barrel of 5 kilos. The imports from 
the United States are about 8.000,000 kilos, or 1.600,000 cases of 
5 kilos. Supposing the home production to be one half, or 800.000 
cases, an increase of 25 % oí the duty would raise its cost to 
1$250 per case. In consequence, the price of lard would rise by 
valué of the increase of duties, which would be equivalent to a 
tax on consumera of 3.000:0001, of which, however, only 2.000:000$ 
would go to increase the revenue, the balance of 1.000:0001 
going direct and intact into the pockets of the home producera, 
thus swelling their profits by an wholly unearned and unmeritéd 
increment ! 

The rate of wages and profits will rise in that particular in- 
dustry, but at the cost of a proportional loss to all othera not 
equally protected; moreover the enhanced rate of profits will 
attract capital to that particular industry, and production will 
be greatly stimulated, imports fall off, and revenue suffer by 
the very measure intended to promote it. 

If, however, no other means of raising the necessary revenue 
exist, and the increase of import duties were determined on as 
a purely fiscal measure, and with no ulterior intention of yet 
further increasing protection to national industries, the only 
means to counteract the partial and inequitable influence of such 
a tax would be by the bimultaneous impositúm of an excise duty 
equivalent to the increase of duties on imports. 

Such a tax would doubtless produce a considerable revenue 
without inflicting either injustice or injury on any individual 
or class, and would be similar to the Excise taxes imposed in 
England and India on national production in cases where 
a duty is recovered on similar imported goods, such as wines, 
spirits, and substitutos for coffee. 

Let US now suppose for simplicity of round numbers that, in a 
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country whose solé export is coffee, and solé import is cloth, 
excbange stands at 20d. per IfOOO^ and suddenly falls to lOd. 
in consequence oí the excess of the demand for bilis to the sup- 
ply, which we may likewise snppose to be eqiüvalent to 50 %, 

In order to restore the equilibrium without any increase of 
exports, 50 % must be deduoted from the purchasing power of 
exports, and, in consequence^ these will now only exchangc for, 
or cover, one half the former valué of importa. 

This reduced quantity of importa must, however, re-exchange 
for the whole original valué of exports, or its equivalent, unless 
a loss is to remain on the operation. One half of the coffee ex- 
ported would, thefefore, be appropriat^d to the liquidation of 
outstanding liabilities, and the other half only will be available 
for purchase of imports, and the half sack of coffee will, there- 
fore, only realize one half piece of cloth. This half pieoe of 
cloth, must, however, exchange for the equivalent whole of 
sack of coffee, and must be sold at that rate. 

Goldwill,in consequence of thefall of exchange, have risen in 
valué, so that <£1 will now be worth Ks.24 1 000 in lieu of 
Rs. 12$ 000, and the price of coffee and of all exports will have 
risen in similar manner to Bs.24|000 per sack, which must 
therefore be the valué of half a piece of cloth ; so that a whole 
piece will have risen from Rs. 12|000 to 481000, and will 
continué at this price so long as foreign quotations remain 
unaltered and the déficit of 50 % in the supply of bilis persist. 

If the déficit were liquidated by an equivalent increase of 
50 % in the valué of exports, then the increased supply would 
cause a f all of pnces abroad, to say 18 shillings per sack of coffee, 
which would be, minus expenses, the metallic price of coffee in 
the exporting country also, In consequence, li sacks of coffee 
would now only realize 27 shillings, from which must be 
deducted 10 shillings for liquidation of debts, leaving only 17 
shillings for purchase of cloth, that will realize 0.85 of a piece. 

This must re-exchange for the equivalent of its original cost, 
1^ sacks of coffee, or Bs. 36 $000 ; so that the price of a piece 
of cloth will have risen from Rs.l2|000 to Rs.42$353! 

Unless, therefore, every increase of foreign charges is 
accompanied by a positive increase of imports suffident to com- 
pénsate to the increased burden of foreign payments, either 
some foreign obligations must remain impaid, or be liquidated 
by other means. 

If however, in practice we find that the ratio of imports to 
exports has increased from 81.5 to 89.1 «-/o, whilst that of other 
fixed payments has risen from 10 «/o to 17.8 °/,., thus raising 
the ratio of the total debit (passivo) from 91.5 °/o to 106. «/o 
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of the credit (activo) during the 35 years 1861—1894, the only 
conclusión possible is that this has been affected wíth the aid 
of foreign capital, instead of by the sacrifice of Exports. 

This conclusión may appear to be in contradiction to a 
previous assertion that the "balance of trade" could not be per- 
manently unfavourable, but is not so in the sense that the term 
is generally understood, which includes only imports and 
exports of merchandise in the equilibrium. 

It cannot be denied that, though the "balance of tiade" has 
been almost uniformly f avourable, that of international payments 
has not been so; the question to be decided is whether such a 
state of things cannot be remedied, and the económica! equili- 
brium permanently realized without the necessity of periodic 
appeals to foreign capital for assistance. 

Had no foreign capital ever been available all liabilities must 
have been met with purely local resources, and though the bur- 
den of foreign indebtedness has been, and is, increasing at an 
alarming rate,it is certain that the Country can by a well directed 
effort easily place itself in a position to meet not only its actual 
engagements, but to provide against any that circumstances 
may obligo it to undertake in the future, if the fatal system 
of relying on loans as substitutes for the taxation necessary to 
meet ordinary expenditure were abandoned, once and for all. 

From the preceding illustration it might be presumed that 
there exists no limit to the extravagance of governments, or to 
their ability to contract foreign debts, f urther than the valué of 
the whole mass of imports ; but far from this being the case a 
point is quickly reached when the valué of imports would be- 
come so exaggerated as to put a stop to imports altogether, or 
lead to their manufacture or production in the country itself. 

It cannot be too constantly borne in mind that the advantage 
of imports, as Stewart Mills has pointed out, depends not on 
their actualt but on their comparative cost. 

If we suppose one cwt. of coffee, which costs 50 days* labour in 
Brazil,to exchange for 1 bale of cloth, which likewise costs 50 daya' 
labour in Germany, but would cost 100 days' labour in Brazil, 
there would be a clear profit to Brazil equivalent to the cost of 
50 days' labour in the exchange, leaving out of consideration 
freight and contingencies. Of this profit, however, only part 
would be realized by the producers, the remainder being inter- 
cepted by the Government in the shape of taxes, for payment of 
its foreign engagements. 

If then we caU Exports or coffee costing 50 days* labour = E 
Imports or cloth " " " = I 
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whilst the Producer*8 profits are represented by P 

then B + P = I/. P=S — E==50 da/s labour. 

í.e. The producer's profit, when there are no fixed foreign 
biirdens, would be equivalent to 50 days' labour, or 100 /& of oost. 

If then a foreign debt were contraotod demanding' annual 
paymenta equivalent to J/io part of the valué of Exporta, aa 
the pronta on that amount would be aacrifíced aa well aa the 
valué of the exporta themael vea, then »/io (I + P) = ^/s I, and the 
equation of profita would now heE+P = I — i/iol .'. P = 40. 

í.e. When foreign fixed paymenta absorbed on equivalent of 
i/io the valué of Exporta the profita of producera would be 
reduced to 40 daya* labour, or 20 per cent ! 

Every aucceaaive increaae of foreign burdena will cauae a pro- 
portional decreaae of proflta, and the extreme limit would be 
reaohed when foreign paymenta abaorbed 25 % of the valué of 
exporta. 

If, then, it were poaaible to eatabliah the oomparative coat of 
all exported and imported commoditiea, it would be likewiae poa- 
aible to determine mathematioally the preciae point at which 
increaaed taxation for liquidation of foreign liabilitiea, would 
oauae importation to ceaae and home production to commence 
in each aeparate inatance. 

In the aame manner the amount by which importa would have 
tobe diminiahed, or exporta inoreaaed, or both, to meet an 
increaae of fixed foreign burdena could be determined. 

In the auppoaitioua caae just cited the increaae by 10 % of for- 
eign fixed burdena would demand an increaae of 20 % of exporta, 
or a aimilar decreaae of importa, or elae a aiinultaneoua and uni- 
f orm increaae of one and decreaae of the other by 10 % . 

If the increaae of foreign burdena were equivalent to 20 % of 
the valué of exporta, the increaae of exporta required would be 
40%! 

Every aucceaaive increaae of fixed foreign burdena muat, 
therefore, increaae the ultímate demand for billa and tend to 
lower exchange, and reduce the profita of production and 
exporta: 

If, aa haa been aa8erted,the equilibrium of annual International 
paymenta haa never been attained, and ia impoaaible exeept by 
the aid of foreign capital, aa aoon aa the prooeeda of the loana 
were exhauated the chronic exceaa of demand over the aupply of 
billa muat recommence, and exchangefall again uninterruptedly, 
with no hope of even a temporary reaction, until a new loan were 
negotiated ; aa each aucceaaive fall of exchange muat add to the 
déficit, and atiU further exagg^rate the exceaa of the demand to 
the aupply of billa, if it were then impoaaible to re-eatabliah 
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the equilibrium in the way asserted hj iQeans oí fresh loana, 
exchange must drop continuouslj until either zero or suspen- 
BÍon of payments were reached ! 

It is not denied that the accession of foreign capital, in any 
form, exercises a powerfnl and often determiniDg influence on the 
immediate coiirse of exchange, increasing as it mnst the supp^y 
of bilis, but experience teaches that the gratuitous assertion that 
the equilibrium (»f exchange Ib absolntely dependent on the pe- 
riodic recurrence of loans, and that it has not and cannot be rea- 
lized without such adventitious resources, to be untrue. 

During the eight years, to take an example, f rom 1868 to 1874, 
only one foreign loan for Bs. 26,667:500$ gold was negotiated, 
and the total valué of foreign capital imported was Es. 45.806 : 
437 $, exchange rising f rom 17i to 26d. ! 

It can scarcely be pretended that this insignificant assistance 
from f oreigD capital, equivalent to less than 5 % of the nominal 
valué of the currenoy and also of exports, was sufficient to raise 
exchange from 17d. to par in the short term of 8 years ; but, if 
so, how then can it be explained that in 1875 anew loan, for nearly 
double the amount, only succeeded in maintaining exchange at 
par for that year, the rate falling again in 1876 to 25d., and 
inl877to22d.? 

The undeniable fáct, which the study of the causes of the risie 
of exchange during this period, 1868-1875, discloses is that Na- 
tional resoorces, almost unassisted, were sufficient to raise the 
rate of exchange from the lowest point it had ever yet reached 
to above par, in seven years, and at the cióse of an exhausting 
war, simply by the excess of the valué of exports over that of 
foreign payments; and points the moial that the only manner 
in which a similar stable equilibritmi may be attained is by 
either increasing the valué of exports in the same manner, or by 
reducing imports to some similar proportion to exports that 
they then represented, 78 % , or both. If then, the fínancial 
history of the country shows that frequent use has been made 
of foreign Capital to establish the equilibrium of intemational 
payments, it cannot be thereby concluded that this was either 
indispensable or advantageous, as, with or without it, the equi- 
librium most have been attained, because it is the consequence of 
self-adjusting nature of real or intemational exchange, when 
not arbitrarily interfered with, and which like all phenomena, 
obeys precise and unvarying laws of motion and equilibrium, 
that, as soon as its equilibrium is disturbed by either a rise or 
fall above true par valué, the whole economical system is at 
once set in motion, at home and abroad, imtil, by a more or less 
rapid rearrangement of its elements« a fresh state of equilibrium 



Í8 eTolved. The passage from one state of equilibrium to the 
other oan only be comprehended by the action of a pair of f orces^ 
one tending everlastingly to destroy and the other to restore 
the balance. This state of equilibrium must, -however^ either exist 
or be in process of readjustment; and may he likened to a perpetual 
see-saw, always seeking but never attaining any but a tempo- 
rary repose, and, like Sisyphus' stone, only reaching the top of 
the hill to immediately commence to slip baok again. 
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The Influence of Foreign Loans on Exchange 



The effect of considerable forei^ loans on exchange will vary 
in accordance with che method employed and the manner in 
which the prooeds of the loan are received. 

If the proceeds of the loan are wholly drawn-for, in lieu.of being 
imported as bullion, the specie would remain in the lending 
country and there might then be no disturbance of the currency 
and, consequently, no alteration of prices in that country. In the 
borro wing country the supply of bilis would be largely supple- 
mented, and real, or intemational, exchange go to par, if it 
had not done so previously. 

In countries with a metallic currency exchange would not rise 
beyond the máximum gold point, when any proceeds of the loan 
that still remained would have to be shipped. 

In the case of a depreciated inconvertible currency this need 
not necessarily be the case, as even af ter the equilibrium between 
the supply and demand for bilis has raised intemational ex- 
change to par, nominal exchange may continué to rise until it 
reaches the real local máximum specie point, equivalent to the 
legal par valué of the currency, plus the expense of importing 
bullion. 

The influence that the importation or exportation of bullion 
exercises on the valué of the currency strictly speaking affects 
not intemational, but only- nominal exchange, and, consequently 
can only be considered when that subject comes to be treated. 

In consequence of the rise in exchange, provoked by a foreign 
loan, local prices (paper) of both imports and exports will fall, | 
but not in the same degree ; those of exports f alling simulta- j 
neously, and in the same proportion as gold, whilst those of 
imports will fall less, and more slowly, just as they have been ( 
already shown to risedifferentially in consequence of an improve^ 
ment of exchange. Consequently the supply of exports will 
suffer a greater reduction than will the demand for imports, and 
this inequality will persist until the difference created in the 
demand for importe becomes equivalent to the increased supply 
of bilis residting from the loan. When therefore the proceeds 
of the loan are exhausted the equilibrium of real exchange 
being again disturbed, by the excess which the demand for 
imports has acquired over the supply of exports, it must fall 
again until not only this excess is reduced to a level with the 
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original sapply of bilis, previous to the loan, but also until 
either this supply is sapplemented by some positive increase 
of exporta, equivalent at least to the inoreased cost of the ser- 
vice of the f oreign debt created by the new loan, or until the 
demand f or imports is still further reducad in a similar ratio, or 
both. 

The increase of exporta is a matter of tima and labour, and, as 
has been shown, the tendency of imports is of ten to increase as 
exchange falls. 

Unless, then, some means are adopted to sesure the necessary 
reduction of imports to compénsate the increased burden of 
f oreign payments, that every f resh f oreign loan niust origínate, 
at least until the desired increase of exporta can be realized, Inter- 
national exchange mu3t remain unfavourable. The only means 
to attain this indispensable decrease of imports is by the increase 
of duties on imported commodíties ; but, in order that such a 
purely fiscal measure should not exercise a protective influencc 
that was never intended, it should be accompanied by an equi- 
valent internal, or excise, tax on similar local production. 

If, in place of drawing-for, the proceeda of the loan they were 
in shipped, the disturbance of the curren cy that would ensue 
would cause a rise in prices and shrinkage of imports in the 
lending country. The effects of the importation of alargo amount 
of bullion would be, strictly speaking, confíned to nominal ex- 
change, but as soon as the bullion was throsvn on the market, 
real exchange, if not previously so, would go to par, but not 
beyond, as any déficit that might have previously existed 
between the supply and demand for bilis would then be made 
good by ro-exportation of the bullion. 

The nett result of a loan, thus applied, would, therefore, be to 
cause a greater fall in prices of exporta and a less reduction in 
those of imports than wlien drawn-for, until bullion commenced 
to retum to foreign couatries, when the course of real exchango 
would be similar to that already described in the case of the pro- 
ceeds of the loan being drawn-for. 

The ultímate result of a foreign loan thus utilized would, there- 
fore, be a tendency to lower exchange more than if drawn-for. 

If the loan were neither drawn-for, ñor its proceeds in-shipped 
but applied exclusively to the liquidatiou of over-due foreign 
liabilities, there would be no immediate alteration in either real 
on nominal exchange, and the only result would be a negativo 
one, the avoidance of a probable further fall in both. Ultimately, 
however, the increased cost of foreign payments caused by the 
new loan must disturb the equilibrium of real exchange and 
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proYoke a fall, unless oompensated by an increaae in the valué of 
exporta, or decrease of that of imports, or both. 

A f oreign loan productively employed in the direct increase of 
production, or the decrease of its oost by construction of usef al 
public works, such as railways, might easily, after some lapse 
of time, produce sufiicient advantages to compénsate the in- 
crease of f oreign burdens, and re-establish the equilibrium of 
real exchange independently of any increase of exportador shrink- 
a^e of imports; and in this case, if the equilibrium between 
the annual International Debit and Credit could he in the mean- 
while secured, gold would not leave the country. Otherwise the 
drain of gold back again from the borrowing to the lending 
country is an inevitable consequence of the mechanical method 
in which intemational Exchange is readjusted; andexplains how 
in Brazil, B. Argentina, and other countries, in spite of the im- 
mense sums received in the shape of European loans, that in 
Brazil is certainly not leas than <£150,CXX),000, and in E. Argentina 
largely exceeds this amount, little gold remains in the Gountiy. 

The unproductive employment of f oreign loans in the pay- 
ment for example of administrativo expenditure, even if it be 
all spent in the country itself , will add nothing to the productivo 
capital of the country, the money will have been simply spent, 
without producing any equivalent, and is lost for ever as far as 
capital is concemed. 

The immediate effects of a foreign loan must be identical 
whether productively or unproductively employed, but the 
ulterior results must be, in one case a possible rise, and in the 
other a certain fall in the tendency of exchange. 

The only possible advantage that could accrue from the un- 
productive employment of a foreign loan lies in the eventuality 
of having, by means of the economical employment of cheap 
foreign capital, avoided the necessity of increasing the taxation 
of production, and thus allowed greater opportunity for the de- 
velopment of industry and accumulation of individual wealth. 
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Foreign Fnnded Debts 



PBBIOD 


▲VBBAOS 

▲AirDAL TALVS 

OFTHS 

FOBBIGir DXBT 


AVXB40B 

▲KFUXL VXLUB 

OF PAOVIiroiÁL 

▲ITD 

MüVXCIPAL 

VOKSXOV BBBT 


AHHVkh 

▲TBBAeB 

VXLUB OF 

THB TOTAS 

FOBBIttV DBBT 


COBFFC- 

oiBirr 

PB* 

CÁPITX 




Bs. 


B8. 


Bs. 


Bs. 


Ist 1860-1864 


76.124:818$ 




76.124:818$ 


9$227 


2nd 1865-1869 


127.243:012$ 




127.243:012$ 


14$223 


3rd 1870-1875 


141822:366$ 




141.822:366$ 


14$018 


4th 1876-1885 


162.057:928$ 




162.057:928$ 


13$368 


5th 1886-1889 


220.827:427$ 


3.575.000$ 


224.402:427$ 


16$173 


6th 1890-1892 


259.928:286$ 


10.233:334$ 


270.161:653$ 


18$315 


1893 


261.872:162$ 


24.196:000$ 


286.008:162$ 


18$693 


1894 


281.877:302§ 


25.379KXX)$ 


307.256:302$ 


19$696 


1861 


68.101:652$ 


NIL 


68.101:652$ 


8$407 


1895 


353.860:423$ 


25.379:000$! 379.239:483$ 


23$702 



The coefficient oí total f oroign indebtedness has (allowing f or an 
annual increase of population of 2i %, from 8.000:000 in 1860 to 
15.600:000 in 1894) risen from Bs. 8$407 gold, in 1861. to Ba. 19$696 
in 1894, or 134 %, includlng Provincial and Municipal foreigu 
loans^ a truly alarming rate of prof<resaion, if not compensated 
by the productive employment of tho proceeds of the debt ! 

Ánnnal Serrice of the Foreign Debt. 



PBBIOD 



ATBKAOB 

XKKUXL 6BB- 

▼ICB 

OF THB 

FBDBBAL 

FOBBIttW DBBT 



Ist 1861-1864 

2nd 1865-1869 
3rd 1870-1875 
4th 1876-1885 

1886-1889 
ImImüih^ CoiTernoi ) 

1890-1892 [ 
KielmÍTe 0«iTermi ) 

1893 I 

1861 



AVBBAGB 

AKFVAL 

8BRTICB OF 

THB 

PROVINCIAL 

AHO MVVIC. 

FORBIGH 

DBBT 



AYEBAOB 

AVUVkh 8BR' 

TICB 

OF THB 

TOTAL 

FOBBIGir 

DBBT 



COEF- 
FICIBBT 

PBB 
CAPITA 



VALÜK 

OF 

EXPOKT8 



Bs. 

11. 032:079$ 
8.529:368$ 
10.038:854$ 
12.925:844$ 
16.440:387$ 
64.482:667$ 

13.598:859$ 

13.336:033$ 

5.122:157$ 



Bs. Bs. 

11.032:103$ 

8.529:368$ 

10.038:864$ 

12.925:844$ 

204:350$ 16.645:237$ 

( 65.011:001$ 
528:334$ ] 

t 14.027:293$ 

1170:527$ 1 14.500:560$ 

NIL 5.122:157$ 



Bs. 

1$377 
0$954 
0$991 
1$066 
1$199 
4$^ 

0$937 
0$947 
0$597 



7.80/0 
4.8°/o 
4.8^/0 
6.6«/„ 
7.2% 

5.1% 
4.50/0 

3.2V0 
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The total nominal valüe of all Federal foreign loans nego- 
tiated from the year 1824 to 1892 amounts to ¿671.891.300 
(Rs.639,041;766$), of which however, only 86.6 per cent.^ equi- 
valent to .£62,313,050 or Es. 558.898:500$ gold, have been 
actually reoeived, the balance of ¿69,578,250 (R8.85,143:164), 
or 13 per cent., having been absorbed by expenses, commissions 
and discounts. 

The difference between the nominal valae payable of a foreign 
loan and the real valué reoeived is usually regarded as an abso- 
luto equivalent losa to the borrower j but, in point of faot, suoh 
is rarely the case, and a great part of the loss is merely apparent. 
The terms of most of the foreign loans negotiated with Brazil 
stipulate that amortisation shall be effected by tender when 
the market quotations are below par, and by drawlnga when 
theyare above. 

Consequently the lower the market quotation, the greater will 
be the advantage to the borrower, who can thus repay his debt 
with a less expenditure ! 

From 1861 to 1894 foreign bonds to the nominal valué 
of ¿835,639,441 were amortised with an expenditure of only 
¿634,452,511. The real valué, that is, the original nett valué 
reoeived for these bonds was i63 1,050,725, and, consequently, the 
loss of £4,588,711, which the amortisation at par must have 
entailed, was reduced to ¿63,401,782, or only 10.09 per cent, 
of the nominal valué of the loan, in lieu of 13 per cent. 

In 1890 National foreign credit suffered a severe check, and 
the market valué of Brazilian bonds fell rapidly to 75 and 80 per 
cent, of their nominal valué. In consequence from 1890 to 1894 
bonds to the nominal valué of ¿61,391,716 have been purchased 
for about ¿6930,728. The real valué, originally reoeived, of these 
bonds was ¿61,223,505 ; so that, in lieu of the loss of ¿6168,200, 
which must have accrued had these bonds been redeemed at 
par, a nett profit has been realized by Brazil of ¿6292,777, 
whilst the total saving effected by the fall in prices amounts 
in 4 years to the considerable sum of Rs. 3,097:634 gold, which 
must continué to accumulate so long as the low quotations of 
Brazilian securities persist. 

If,therefore, the loss of foreign credit is for many reasons to be 
regretted, and has its decided disadvantages, moral as well as ma- 
terial, it is not an unmitigated evil, but undoubtedly also confers 
tangible and positive benefits by facilitating the liquidation of 
foreign liabilities at a cheaper rate ; thus materially reducing 
the burden of foreign payments, and thereby improving the 
prospects of intemational exchange. 

The immediate effect of a foreign loan on the course of ex- 
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ohange mnst be purely transitory, and any improvement it may 
effect can only be rendered permanent by the simultaneous in- 
fluence of other and more persistent causes. 

Thus in 1865, when exchange had already commenced to fall, 
a considerable foreign loan íor Bs.44,445:(XX)|, not being accom- 
panied by any other real cause whicb would sustain the rate of 
exchange attained by the influence of the loan, but, on the con- 
trary, being simultaneous with a real cause f or depreciation in the 
excessive foreign expenditure of the Paraguayan war, was unable 
to raise exchange at all, and only to maintain it at about the 
same rate, 24id. until 1866, when it recommenced to fall again. 

Becapitulating: we conclude that the immediate tendency of 
aU foreign loans must be to raise the rate of International ex- 
change and the valué of the currency, but that.unless some 
means of increasing production and exports, or of diminishing 
the valué of imports has been secured, their ultimate effect must 
be to deprecíate the valué of these exchanges to a lower point 
than that froni which they had risen, and that this depreciation 
will be greater when the loan is unproductively employed. 



HIK- 
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Internal Loans and fheir effect bn Exchange 



The effects of an internal loan on intemational exchange 
wonld be generally less direct but more pemicious than those of 
toreign loans. A honie loan can rarely be advantageous when a 
foreign loan can be obtained on eqiial terms, except for consi- 
derations of a moral natnre. 

Internal loans must be derived from either Capital itself, thus 
reducing its amount, or else from accumulations that wonld 
otherwise ha ve found their way into the money market and 
increased the capital available for prodnction. 

The direct or indirect reduction of productive capital mnst 
prejudice production; so that, in addition to a usnally higher 
rate of interest, an int ernal loan will entail either a real decrease 
in the valué of production and exports, or a contraction in the 
usual rate of the increase. 

If the internal loan were productively employed there would 
be no actual decrease of Capital, but merely a transfer; though it 
Í8 improbable that any government could employ the proceeds 
so advantageously as Industry itself ; and so, even in this case, 
there would be a probable loss and tendency to weaken real 
exchange. 

If the loan were unproductively applied, there would be a 
real and positive decrease of capital, as the proceeds, even if en- 
tirely expended in the country itself, would not compénsate the 
loss of capital, but, at best, merely replace in some instances a 
part of the circulating capital that administrativo debts had 
previously immobilized. The snms spent in payment of salaries 
and wages would be simply consumed in the purchase of com- 
modities and payment of debts, and be lost for ever as capital; 
only that part, perhaps, which was saved finding its way 
ultimately into the money market, and thus compensating in an 
insignificant proportion the reduction of Capital caused by the 
loan itself. 

An internal loan, if payable in currency, will not alter the 
relations between the supply and demand for bilis, and theref ore 
will not directly affect intemational exchange. Ultimately, 
however, the reduction of Capital caused by the loan must affect 
production and exports, and exercise a weakening effect on 
intemational exchange. 
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National Lpans payable in gold 



The first national intemal loan payable in gold was emitted 
in 1869 for Es.30,000 : 000$. The valué of the internal debt 
payable in gold^ including the loans of 1869 and 1879, and the 
part of that of 1889 actually in circulation or belonging to the 
banks, as well as the ' Apolices* of 4 per cent., had risen in 1894 
to Rs.272.569 : 500$, an average increase of 32.2 per cent, per 
annum. 
Theservice of the debt demanded in 1894 the sum of Es.9,775:327$ 
gold, equivalent to B.s.26,261 : 252$ cnrrency at the cnrrent rate of 
exchange for that year, exclusive of the service of the bonds of 
1889 depositad in the Treasury in guarantee of the emission of 
the Bank of the Eepublic. 

In addition to the general effect on exchange of all intemal 
loans ali-eady described, the payment of the service in gold will 
afifect intemational exchange directly by the increased demand 
for bilis that the importation of gold for the service of the loan 
must créate. Part of the consequent increase in the demand 
for bilis and of the tendency of real exchange to f all wül be 
recovered when the bullion is thrown on the market afresh, 
though some loss is' inevitable on account of the expense of 
shipment of bullion, and this must always exercise a weakening 
effect on the tendency of exchange. 

Árerage Annual Yalne of the Internal Debt Payable in Gold 



PERIOD 


AITKUAL 

A VXB AO E 

VALUÉ OF 

INTEHNAL GOLD 

B0KD8 AND 4 % 

Jpolices in 

CIEOULATIOK 


COEFFICIKNT 
PER 
CAPITA 


AKKÜAL 

AYBEAOE C08T 

OV THE 

8ESTICB OF THE 

DEBT 


^^^^ 
So « * 

fe « >5 w 


PüPULiTION 

XV» VAL 
AVE & AO B 




Es. gold 


Es. 


Es. gold 


Es. 




1861—1864 


Nil 










1865-1869 


6.667:667$ 


0$671 


750:000$ 


0$016 


8.250,000 


1870— 1875| 28.862:133$ 


2$850 


12.214:198$ 


0$201 


8.940,000 


1876r-1885 58.186:892$ 


4$856 


42.128:769$ 


0$355 


10.117,000 


1886-1889, 59.000:275$ 


4$252 


27.184:909$ 


0$589 12.135,000 


1890—1892 207.012:302$ 


14$024 


75.739:445$ 


1$703 13.875,000 


1893 


234.910:000$ 


15$353 


11.948:577$ 


0$780 14.750,tKX) 


1894 


232.782:000$ 


14$921 


9.775:327$ 


0$627 


15.000,000 



1894 



272.569:500$ inclusive of loan 1889. 
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It Í8 impossible to arriye at a oorreot estímate of the real 
valué received on account of intemal loans payable in gold 
without deductíng all the expenditure on account of com- 
missions, brokerage and diacounts, which are unobtainable. 

If , however, the general results may be judgedfrom those of the 
loan of 1889, which was issued under more favourable conditions 
and circumstances than the others, this method of raising money 
would appear to be much more costly, as well as more inoon- 
Venient than foreign loans. Dr. Euy Barbosa has shown in 
his report for 1891 that the expenditure connected with the 
loan of 1889 amounted to 17.3 per cent, of its nominal valué, 
compared with a loss of only 10.8 per cent, realized on the 
foreign loans negotiated during the &ame period. 

Ánnual Árerage Talue of the Debt payable in Correney 





ACHUAL 
KSA.L VALUS OF 


GOSVFICIKKT 


ATBKA6S 

AXirüAL 


coxvviciurr 


PERIOD 


APOLICKS 


PEB 


ACTUAL VALÜE 


PBK 




AT OUSSKVT 
BXCHAirOB 


CAPITA 


CUBREVCT 


CAPITA 








Es. 


Es. 




Es. gold 


Es. gold 


currency 


currency 


1860—1864 


68.174:079$ 


8$348 


70,536:130$ 


8$549 


1865—1869 


81.655:668$ 


9$133 


104.754:840$ 


11$717 


1870—1875 


223.553:532$ 


22$096 


263.976:685$ 


24$115 


1876—1885 


258.454:965$ 


21$315 


316.257:520$ 


26$082 


1886—1889 


328.025:489$ 


23$657 , 


370.745:150$ 


26$720 


1890—1892 


199.477.672$ 


13$523 , 


304.234:000$ 


20$626 


1893 


117.569:847$ 


7$684 


266.639:646$ 


17$427 


1894 


97.710:149$ 


16$806 


262.175:400$ 


16$896 


1861 


64.764:200* 


7$991 


64.734:2004 


7$991 


1861—1894 






367.238:500$ 





The intemal debt payable in currency has increased 305 per 
cent, since 1861. Eeduced to its corresponding currency coef- 
ficients per capita it shows an increase of 110.3 per cent., whilst 
population has increased for the same perio 1, 1861-1894, by 92.5 
per cent. If, however, these coefficients be reduced to their 
real or gold valué at the current rate of exchange for each 
year, the results will show a positivo decrease in the real valué 
of the intemal federal indebtedness payable in currency equiva- 
lent to 19.5 per cent ! 

Undoubtedly the ease with whi«h this debt has beén more 
than trebled in 29 years, without any serióus attempt at amor- 
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tisation, is one of the most unsatisfactory featnres of National 
fínance, as the elasticity of the debfc itself is its salvation^ 
adapting, as it does^ the burden of debt to the resources of the 
debtor. 

The immense advantages to the country of contractiog loans 
on a cnrrency, ín place of a gold basis is indisputable; and it is 
muoh to be regretted that suoh a wholesome practico was ever 
abandoned in favourof National loans payable in gold, the rigidity 
of the conditions of which render them unfítted to the oscillating 
natnre of all valúes, that the instability of the currency entails. 

The injustice and injury inflicted on creditors in general, and 
on 'apolice'holders in particular, by the depreciation of the cur- 
rency has been greatly exagg^rated, and is in reality muoh less 
than it appears, because the depreciation in general valué, or pur- 
chaeing-power, is mueh less than the mere depreciation of real, 
or metallic valué. 

The rise in prices consequent on a fall of exchange is not 
uniform, and, with the exception of exportable products, aJways 
znuch less than the rise in the price of bullion itself. 

At. 27d. par, the real valué of an 'apolice' of Rs.ltOOO $ will 
correspond to its nominal valué. If, then, exchange fell to 
13}d., and all prices rose uniformly, this 'apolice' wonld then only 
suffice to purchase 5001 gold worth of goods, where it formerly 
purchased Bs. 1:000$, and the depreciation of the valué of 
the 'apolice* would be equivalent to 50 % . All prices, however, 
do not rise uniformly, as has been already stated and will 
presently be preved. If we suppose that commodities and 
expenditure have risen on an average 50, in lieu of 100 ''/o, 
then 1,000$ -would purchase 750$ gold worth of goods, 
in place of only 500$, and the depreciation of its general valué, or 
purchasing-power, would be only 25 %, although the depreciation 
of its real or gold valué woidd still be 50 %. 

It must also be borne in mind that even the original purchasers 
of 'apolices,' if any exist, acquired the greater part of their 'apo- 
lices' at a considerable discount, when exchange was itself below 
par ; and that, consequently, their repayment, or payment of 
their interest only, at any rate in excess of that at which they 
were originally emitted must entail an eqnally positive loss to 
one side as an entirely uneamed and undeserved increment of 
proflt to the other. 

During the Paraguayan war alone R8.173.935:548$ were is- 
Bued in 'apolices,' which only realized 81% of their nominal valué ; 
the loss to the State, if these 'apolices' were repaid at par, would 
beEs.26.249:976$. 
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Áverage annual cost of the senrice of the Internal Debt 
pajable in currency 





Rbal, ob golb, cosí- 

OF THK 8SRTICS 


COB»IC- 


Actual 
ob vomivjll 


COBPPIC- 




OV XP0LICK8 


lEFT PBB 


C08T OP 


CIBXT PBB 




AT CüK&XBT AA.TB 
OV XXCHAVeB 


CAPITA. 


THB 
SB&YXCB 


OAPITA 




eou>. 
Es. 


OOLB 

Eb. 


PAPBB 

Es. zn/c. 


PAPBS , 

Es. 


1861—1867 


74.098:820$ 


0$4% 


4.246:553$ 


0$524 


1865—1869 


4.875:480$ 


0$545 


6.264:112$ 


0$706 


1870—1875 


13.585:574$ 


1$342 


14.616:521$ 


1$444 


1876—1885 


15.928:013$ 


1$313 


18.959:197$ 


1$547 


1886—1889 


17.196:153$ 


1$239 


19.333:559$ 


1$397 


1890—1892 


10.165:986$ 


0$689 


15.210:489$ 


1$031 


1893 


5.688:916$ 


0$375 


13.330:784$ 


0$871 


1894 


4.855:192$ 


0$311 


13.310:570$ 


0$840 


1861 


3.863:896$ 


0$477 


3.765:753$ 


0$464 



The advantages of the internal debt on a cnrrency basis^ 
compared a similar debt contracted on a gold basis^ is stiU more 
evident if we compare the relative cost of the annual service in 
each case. The actual cost of the service of the debt in 1894 was 
Es. 13.310 : 570$ currency, which, at the ciirrent rate of exchange^ 
was equivalent to only Es 4.855 : 192 $ gold. Had the debt been 
contracted on a gold basis the annual service would have cost 
Es. 35.170 : 242 $ currency, or nearly three times as much. 

During the 5th period, 1890-1892, the amount of this debt was 
greatly reduced by the conversión of Es.124.642 : 000 $ into 4 
per cent, gold bonds ; this accounts for the fall of the coeffi- 
cient of service from 1$397, in the previous period, to 1$031 cur- 
rency per capita. 
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The usual method of estimating the indebtedness of countries 
where the debt consista of liabilities payable both in gold and 
depreciated cnrrency is to valué all at their nominal or par 
value^ and to consider this as representing an equivalent debt 
payable in gold. This does not, however, give a true idea of 
the true valué of the debt, but only of the máximum valué 
it would assume if exchange stood at par (27<i.), or if it were 
possible f or it to go to par without any reduction in the volume 
of the currency. On the other hand if the part of the debt 
payable in currency is reduced to gold at the current rate of 
exchange, this added to the amount of the debt payable in gold 
will give the actual gold valué of the total debt f or the moment, 
but will only represent its true valué so long as exchange re- 
main unaltered. Any reduction of the volume of the currency 
must raise the valué not only of the remainder, but also of all 
securities payable in currency. The real valué of the total 
National debt, that is, the gold cost at which it could be paid 
off, the true test of valué, will be neither the máximum ñor 
the actual, but the mean valué. 



The total Federal Liability inelnding the Funded, Floating 
and Seenrity debt was aceording to the estímate pre- 
sented to Congress in 1895, as foUows: 



POBKION FUNDBD DEBT 


£ 3.765.-400 

5.769:100 

19.122:300 

3.710:000 

7.442:000 


Es 


« « 1884 — ^ " " 




" " 1889—4 " " 




" " 1893—5 " " 

" " 1895—5 " " 








Total f oreign f unded debt at 27d. 

INTEBNAL FUNDBD DEBT 

Payable in gold 
Apolices 4 per cent gold 


£ 39.808:800 

R124.655:000 

13.541:500 

24.679KXX) 

109.694:000 


353.860;423$ 


National loan 1868— 6^ per cent. 
" 1879-4Í " " 
" " 1889—4 " " 


272.569:5001 






626.429:9231 
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£8. 


Ba. 

626,429.923$ 


INTBBMAL FUNDED DEBT 






Payahle in currency 






Apolices 4 per cent 


119.600 




« 5 " ** 


262.118:900 
105.000:000 




National loan, 1895—5% 

Total f unded debt, gold and cur- 
rency, home 9Jiá f oreign 


367.238:5001 




993.668:423$ 


NON-PUNDHD DEBT. 






TJninscribed debt 


22:176 




Debt inscribed in "grande libro" 


135:994 




" " in auxiliary books 


148:766 






306:936 




FLOATlMa DEBT. 






Orphans* funda R. 16.271:994 






Deposita "Caixa 






Económica" 36.768:928 






" "Monte Pío" 1.223:163 






XJnclaimed inlieritance83.919:543 






Public deposita 5.969:357 






Sundry 180.478:692 


244.628:677 




SBCUBITY DEBT. 






Cia. Conuneroial, Bio 5.000:000 






State of Sergipe 1.367:500 






Piauhy 526:100 


6.893:500 




Total unfundeddebt 


251.829:113 


251.829:113$ 






* 



Total fanded and unf unded debt., 
Liability for treaaury notes., 



Total liability including treaaury notes 

Liability for notes of the Banco RepúblJca.. 

Deduct bonds of loan 1889, deposited in 
guarantee of emisaion 



Total Liability of the Nation including 
thatfob all notbs, nohinal valué 



1,245.497:536$ 
337.358:652$ 



1,582.856:188$ 
340.714:370$ 



1,923.570:558$ 
91.344:600$ 



Ba. 1,832.225:958$ 
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Analyzing the total liability, we have here four distinct 
valuations: — 

Ist. The máximum real,,or gold, valuationat 27dE8. 1,832.225:9581 
2nd. The mínimum real valuation at the current 

rateof exchange lOd „ 1,018.177:357$ 

3rd. The Mean of these two, which is the true 

liability „ 1,425.201:657$ 

4th. The valuation in currency reducing all gold 

debts to paper at the current rate of exchange „ 2,750.371:003$ 

The first would represent the real or gold liability of the 
Nation only if exchange stood at par, or if it rose to par without 
any reduction in the quantity of the currency, which is im- 
possible, at any rate for many years. 

The second represents the real valué of the debt at lOd., but 
would do so no longer if exchange rose or fell at all. 

The third or mean is the true liability equivalent to Rs.89$075 
gold per head for all debts and notes, the true cost at which the 
whole could be paid off. 

The fourth represents the equivalent in paper money óf the 
whole debt, reducing the gold debt to its equivalent in paper at 
lOd. the current rate of exchange, but is useless except to convoy 
an exaggerated and absolutely false idea of the country's indebt- 
ednéss'; a proceeding, which unpatriotic as it may be, appears to 
have been indulged in by some Journals desirous of discrediting 
the present régimen at any cost. 

Compftrison of the National indebtedness with that of 
other countries 



MÁXIMUM 

AT 27d. 



mínimum 
AT lüd. 



Brazil: Federal liability only pr r..p¡ta 
Funded debt,home and foreign " 
Funded, floating and security 

debt " 

Funded, and floating debt and 

Treasury notes " 

Total debt including all notes. " 



Es. gold 

62$104 
771843 



98$928 

! 97$047 
104$514 



Rs. gold 

47$644 
53$664 

55$216 

63$636 

64$649 



Es. gold 

541874 
53í'007 



65$750 

771072 
89^075 
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From the "Journal Statístiqtie" for 1888, we obtaln the fol- 
lowing : 

France, per oapita Fes 987.05 equivalent to gold Es. 3481428 

Q-reat Britain and Co- 

lonies " 500.00 " " " " 176|500 

Italy " 375.00 " " " " 132$375 

Austria-Himgary " 274.00 " " " " 971075 

Germany " 213.90 " " « " 75|189 

Russia " 212.50 ** « " " 75W8 

United States " 90.00 " " " " 31$770 

From other sources we obtain the foUowing : 
AustralianColonies... £ 46.3/. equivalent to gold Bs. 411$560 
República Argentina. " 45 " " " " 400$000 

República del Uruguay " 30 " " " " 266$670 

República de Chile.... " « " " " 75$550 

Comparing the interest paying debt of Brazil, which includea 
the home and foreign f unded and floating debts, with that of 
other countries, we find that taking its mean valué it is consider- 
ably lesa than that of any European State, being Rs. 65$750 
per head, compared with Rs. 751112 for Russia, the least indebted 
of European great powers. If the liability for treasury notes 
be induded the coefficlent will lise to 771072, and is then greater 
than either Germany or Russia; whilst if the liability for all 
emissions is counted, the total indebtedness is 89$075, or more 
than Germany and Russia, and only less than France, G. Britain, ] 
Italy and Austria; but in this case ¡the liability of these coun- 
tries for their depreciated emissions of silver and notes should be 
also included. 

Compared with the U. States the results are less favourable, 
theliability, if limitedtothe f unded and floating debt, being 
more than double that of the United States. 

Tuming to S. America we find that the Brazilian debt, exclu- 
sive of the liability for paper money, isl2.9% less than that 
of Chile, and if all liability for notes is included is 16.3 per cent 
more; whilst it is only 22.2 per cent, of that of Argentina, and 
33.3 per cent, of Uruguay ! 

Comparisons with the two last bankrupt states can, however, 
serve no purpose except to point a moral to what condition 
reckless borrowing and extravagant expenditure can reduce a 
prosperous country. 

In spite of the similority between the burden of debt in Chile 
and Brazil one enjoys splendid foreign credit, whilst the other 
can scarcely obtain money on any terms. 

It is, therefore, clear that the credit of a nation does not 
depend merely on the amount pf it» indebtedness, and that if tk^ 
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relative valué of the funded debt per head were the solé crite- 
rion, the credit of Brazil shoald be second only to that of the 
United States itself ! This becomes more striking if the credit 
of Brazil, with its modest debt of 89$078, be oompared with 
that of Australia, with the greatest debt in the world, 411|560 
per head! 

Compared with Australia, a country whose eoonomioal and 
social conditions have more analogy to those of Brazil than 
European countries^ and where borrowing has been carried to a 
far greater extent, the advantage appears at first glance to be 
all on the side of Brazil. The fact, however, that neither the 
prosperity ñor solvency of these colonies has baen affected by 
their enormons debt, the greatest of any considerable com- 
munity, not excepting even the prodigal Argentine Bepublic, 
is proof evident that the consideration ofmere figures, or the 
bare comparison of coefficients of indebtedness, is of little valué 
in determining the relativo credit or solvency of different 
states, unless both the manner and method, in which the valué, 
that the debt represents has been utilized, is also taken into 
account. 

In Australia almost the whole of the valué of the debt has 
been productively employed in public works that yield a posi- 
tivo retum nearly equivalent to the interest due. In railways 
alone over 64 per cent, of the whole debt, or ^102,388,363, has 
been employed, which, whilst lending the most important 
Services to production and development, yields an annnal 
average profít of 2.8 per cent., the rate of interest on the debt 
being 3 to 3^ per cent. Had these immense sums been wasted 
on iron-clads and armaments, palaces and follies of every kind, 
as in the Argentine, the state of Australia to-day would be 
worse than that of the Píate! As it is, the productiva 
expenditure of the loans enables a small community of less than 
4,000,000 souls to Bupport with equanimity and inereasing 
prosperity the burden of a debt that, misapplied, must have 
proved crushing to many older nationalities ! 

The relativo solvency of different States must depend more 
on the application given to the valúes the debt represents than 
on its mere amount; on whether it has been usefully and 
productively employed, or no ; or, in a word, whether Capital 
has been perpetuated and multiplied, or wasted and destroyed. 

What then has Brazil to show f or its debt of 1,582,856:000$ ? 
that is the question to be answered before considering its 
credit in the world's markets. The railway property of the 
State consists of 2.658 kilometres, valued at Bs.241,643:143$, 
or only 15 per cent, of the funded debt, compared with 64 per 
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cent, in Australia ; for the rest, what is there to show beyond a 
few unimportant public works, a suooessful foreign war, a 
depreciated carrenoy, and bankrupt treasury ? 

A gloomy picture truly ! Happy the country which like 
Australia has no history ? 

If we deduot f rom the total debt the valué of the national 
railways and the cost of the Paraguayan war, there still remains 
a large balance to be aocounted for, which has been expended 
mainly in liqaidating perennial déficits, and balancing revenue 
with expenditure by recourse to loans and other still more 
irregular substitutes for ordinary rerenue, in place of either 
reducing expenditure, or resolutely increasing taxation until 
local resources suffioed to meet ordinary liabilities. 

It is to this fatal system that can be traced both the necessity 
for periodic borrowing, and the depreciation of the national 
currency, and not to the deflciency of resources to meet all 
engagements, excepting perhaps the extraordinary expenditure 
of the Paraguayan war and for the construction of railways. 

If exohange rose to 'pa.r the máximum, and not the mean, coef- 
ficient would then represent the true liability of the State, which 
would be then equivalent to 98|928 gold per capita inclu- 
ding the emission of treasury notes only, and to Es. 1141514 gold 
per head including all notes. The coefficient of indebtedness, 
or liability, would then he very greatly in excess of that of any 
European country except Franco, Qreat Britain, and Italy, and 
even come dangerously near to the last. Fortunately this is 
practically impossible without a large reduction in the Volume 
of the currency. 

The real valué of the National Debt varíes with the valué 
oí the currency, increasing as exchange ríses, and mee-vena ; 
consequently, taking solely into consideration its influence on 
valué and liability, a low rate of exchange must favour debtors, 
the chief of which is the State itself, ani prejudice creditors, 
and is, consequently, advantageous to the country at large. 

The preceding estimate of actual indebtedness is based on the 
report presented to Congress by the Commission of Estimates as 
far as the floating and securlty debt are concemed, as also 
as regards the inscribed and uninacríbed debts. 

As regards the f unded debt the estimate of the Commission, 
appears incompleto, as the intemal loan of 1895 figures for 
Ss. 100,000:000$ in lien of 105,000:000$, its nominal valué; and 
the sum of £3-710,000, the liability for the Oeste de Minas 
loan, which Dr. B. Alves in his report confesses should be 
included in the estimates of the foreign debt, has been omitted 
altogether. 



As the valué oí the "Snndrj^" ítem of the floating debt bas not 
been discriminated^ wbetber in gold or currency, the mínimum 
or currency valué has been adopted. 

This valuation^ however, does not appear to be complete 
without a statement of the f oreign liabüity f or contracts already 
entered into, which are xmderstood to be very considerable, and 
toexceed 200,000:000$ gold; if this be added to the estimated 
liability it will considerably modify the results, and raise the 
coefficient of indebtednees by Es.l2.|500 per capita, when the 
máximum would be Es. 117|000, and the mean Es. 101|575 
gold per capita, approaching stiU nearer to that of Italy. 



^ ♦,)!(., 



50 — 



® 



1 

I 








PQ 

O 
S 






pq 
e 






QQ 

H 

H 



«2 






1^ 

<1 g 



^ 

^ 



I ü H o 

M 1 M 




5 -rt * 



lO N Tí- rO ^ 

iH ^ rO rH sO 

lO m vo a» c*- 

e^ «^ «^ «^ «^ 



03 



3: ri 9 ;í >^ 

ro (M lO i> rv5 

«g S S £ u? 

03 <M rH rH C^ 

+ 






^ «» «^ ^ éf- «^ «9^ 

S S oa 

c^ c^ o 



ON cK 00 

ío S lO vo ro !>• 

rH lA v£> rH ^ t<- 



asaí^gg; asa 






a> uD to o t- 

03 (M Ca iH iH 

+ 



á 



00 ro vo t^ p o^ 

C- ^ 00 a^ t^ rH 
03 O^ v3 tH lO 00 



ro lo a\ c; S 

5 S K " 




CM ro o^ g> 



iO tH t- o 

t:: ni ?r ON 



iHtHi-IO OOOIO 



«» «» e% «^ 

O Q :^ ro 

23 ^ í:: tí 

00 ^ in p 

OÓ uS i£> OQ 

SI> 00 ^ 

00 lO ON 

Tf ^* to iri 






vO 03 vO vP 
O^ rH 00 vO 



i + 



iO t^ '^ ift ro 
w «^ ^ «» «» 

o o tH rH rH 



8 



M- »» e» «» «^ 

^ CO f-¡ t^ lO 
ifí r-i CQ O^ O^ 
LO rH lO rH LO 





— 51 - 

Whilst the fiinded debt, intemál and foreign, has inoreased 
429 per cent, from 1861 to 1894, the real valtie of the annual 
service f or interest and amortisation has riaen only 261 per cent. 
This discrepancy is dne chiefly to the redaction effected in the 
real, or gold yalne, by the fall of ezchange. Had thisremaíned at 
par the increaae in the ooet of the servioe of the debt would have 
been 319 per oent. 

The ooeffioient of interest and amortisation has, owing to ín> 
crease of popnlation and the rednction of the rates of interest, 
risen only 75.3 per cent., from Rs. 11074 gold per head, in 1861, 
to 11850 in 1894. 

• In addition to the ooat of tiie interest and amortisation of 
the f nnded debt the interest gnaranteed by the State on indns- 
tri2j nndertaMngs mnst be inclnded in the estimate of the 
anñnal charges. - 

The gnaranteed interest actually paid amonnted to abont 
Es. 9.350; 0001 for the year 1893, or Rs. 0$61X per capita. 

Total Anniial Charges for the seryice of the Federal debt 
and GuaranteeS) 1895. 



Foreign deht 

Service of 1883 loan 4J per oent. 

" " 1888 " ^ " " 

" " 1889 " 4 " " 

" 0. Minas 5 " " 

" 1895 5 " « 


£ 169.443 
259.609 
764.892 
185.6ÓÓ 
372.100 


B8.gold 


at27d ..,., 

Iniemál gold loans 

Apoüces 4 per cent, gold 

Intemal loan 1868— 6 J per cent. 
" 1879— 4Í " " 
" 1889—4 " '• 
Security dehi. gold 
Guarantee Assoc. Oommeroial 5% 


1,751.544. . 


.. 15.669,475$ 


íte;4;986:200$. 

880:1971 

1.110:5551 

2.793:4801 


9.770:432$ 


250.0001 


250:000$ 


Intemal debt payáble in eurrency 
Apolices 4 per cent 


4:784$ 

13.105:945$ 

5.250:0001 


28.689:907$ 


" 5 *' « 




Loan 1895—5 per oent 










B. 18.360:792$ 
12.341:455$ 


30.702:184$ 










9.350:000$ 








Total aknttal ohabgbb.... 


Bs. 66.642K>91$ 









— 52 — 

The mAximnim ooofficient per capita« with exchange at par 
(27d.),ÍB,therefore,Bs. 41102 gold, and the actual ooeffioient, 
oalciüating the valué oí the service paid in ourrency at 10 penoe 
Í8 only 2$893 gold per head. 

Of the total annualcharges Ks. 34.939:907$, or 53.3 per cent, 
are payable in gold» aud Bs. 30.702:184$ or 46.7 per cent, in 
cuixency* 

The total Federal charges for interest and gnarantees, 
conpared with eharges for the public debts of other 
countries. Exchange 10 penee per 1$000. 





MÁXIMUM 
AT27d 


mínimum 

AT lOd 


MBAír 


Brazil : Federal charges only 1895 

Service of the funded debt only 
Service of the funded and non-funded 
debts and guáranteos 


Hr 
gold 
1$758 

4$102 


Rs. 
gold 
1$035 

2$893 


£8. 

gold 
1$396 

3$498 



Acoording to the "Journal Statistique" for 1888 the coefficients 
of interest for the following countries are as follows: 

Franoe per capita... Franca 33.75 gold £s.ll$913 

Italy 17.50 9$177 

England 16.25 5$736 

Austria-Hungary 13.75 4$853 

BuBsia 10.00 3$530 

Brazil — 2$893 

Qerm&nj ;..íí 7.50 2$647 

United States 4.00 1$412 

The minimum or actual charge for the service of the funded 
debt alone, in 1895, was 1$035, or less than that of any other 
country not excepting the XJ. States. If, however, the charge for 
interest on the floating debt and Federal guarantees be added 
the actual coefficient is raised to 2$893, which is more than double 
that of the XJ. States, and little more than tíiat of Germany. 

If exchange, in lieu of being at;10d.,had stood at par the charge 
would have been represented by the Tina.TÍTmim coefficient of 
4$102,and would then be more than that of Bussia, and only Httíe 
less than Austria. It will be noticed that the order of precedence 
is now changed, whéréas thé coefficient of indebtedness places 
Brazü only below Franco, England, Italy and Austria, its coefficient 
of interest has fallen to a place between Sussia and Germany. 
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This change of position is due to the fact that a large part of 
the Brazilian debt, R8.340.714: 370$ of fcreasury notes, pays no in- 
terest whatever. If interest were paid on this part of the debt at 
the rata of 4i per cent, per annnm, the máximum ooefficient would 
then be Bs.SlOóOI, and the minimum B8.3$247. 

The interest on this part of the debt at 4^ per cent, would 
amount to 15.332 : 146$, per annum and the fact that the State has 
eoonomized this considerable addition to its annual charges may, 
by some, be regarded as an advantage and as sufficient apology 
for continnation of the policy of govemment issnes of foroed 
currency. If the burden of the forced loan, that every new emission 
of paper money really constitrites, fell tinif ormly on all alike there 
ivould be less objection to this manner of raising money ; but, 
as will be presently demonstrated, the burden of such contribu- 
tions falls almost exclusively on certain limited classes, which 
are in reality defrauded of the annual amount that the State 
economizes by not paying interest. 

Interest has been estimated on the floating debt at 5 per cent, 
per annum. It is improbable thatthis rate is exceeded,if interest 
is allowed at all,or that this debt could be funded, as itultimately 
must be, at a lower rate. 

A rise in the rate of exchange f rom lOd. to par (allowing such 
a thing to be possible without any previous reduction in the 
quantity of the currency) would raise the real valué of the 
annual charges from the minimum of Rs.46.299:716$ actually 
paid in 1895, to Rs.65.642 :091$ gold, the máximum, or 41.7 per 
cent. ; and although asimultaneous reduction in the nominal valué 
of the charges from £s.l25.990 :829$ to R8.65.642 :071$ would 
have taken place, equivalent to 92 per cent., it must not 
be supposed that the increase of real cost is compensated 
by the fall in the nominal, or that the former can constitute 
anything but a real accession to the burden of annual charges 
and of taxation. For payment of these charges taxation must 
be levied sufficient to produce the equivalent of the increased 
valué ; and supposing that taxes were paid in kind, in lieu of 
paper-money, it is olear that the same amount of produce that 
originally satisfied the service of the debt when it required 
only Ils.46.299 : 716$ gold will not suffice for payment of 
Bs. 65.642:091$, and, consequently, we may conclude thai every 
improvement in the rate of exchange is really equivalent to a 
positive increase in the annual charges for the debt, and in the 
real valué of the tamation neeessary to meet them. 

The rise in the rate of exchang^e, as has been explained, will 
not affect all valúes unif ormly and the pricesof only bullion and 
exports will fall uniformly, and inversely as the valué of the 
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currency, otherpríces^ncluding importsandall local ezpenditure^ 
will fall lesa, and less quickly. Consequently, the real valué of 
the charges for the debt,and, therefore, of the burden of t^xation 
necessary to meet it, will not increase, as was just assumed, in 
the same proportion as exchange has fallen, but in a less ratio, 
which will be that of the average fall of all pnces. 

If, for example, the valüe employed in exports is repre- 
sented by 6, and that in all other products and expenditnre 
by 15 j when exchange rose 100 per cent, the valué of exports 
would be depreciated 50 per cent, to 3; supposing that other 
prices only fell to 12 instead of 7i, then the general depreciation 
of valúes would be only 23.8 per cent., in lieu of 50 per cent., as it 
would have been if prices had all fallen uniformly, and the 
increase in the real valué of charges and taxation would be 40 
per cent, in lieu of 100. 

The coefficient of total foreign indebtedness was Bs. 9$227 for 
the first period, 1861-64, and rose to Es. 18$315 gold per head 
in the 6th period, 1890 1892. Sinoe that date it has increased 
to Rs 19$696gold in 1894. 

The annual service of the foreign debt cost Bs. 11377 gold per 
head in the fírst period, and has actually fallen to Bs. 01937 gold in 
the sixth period ! The increase of foreign indebtedness per head 
from 1861-64 to 1890-92, was, equivalent to 98.4 per cent., and to 
1894 to 113.4 per cent. The cost of the service of the debt in the 
period 1890-92 had, however, absolutety diminished in spite of 
this considerable Increase of debt, by 46.9 per cent., owing partly 
to the reduction of interest effected by the conversión loan of 
1889, but chiefly to the economy that low foreign quotations of 
Brazilian bonds have effected in the cost of their annual amorti- 
sation since 1890; one positivo advantage, at least, attained from 
the loss of foreign Credit ! 

The cost of the service of the foreign debt was highest in 
1860-64, Bs. 11377 gold per head, owing to extraordinary amor- 
tisations, and fell to 01954 in 1865-1869, rising again to 1|199 in 
1886-1889. The cost of the annual service of the debt repre- 
sented 7.8 per cent., of the valué of Exports in 1861-64, fell to 
4.8 per cent, in 1870-1875, rising again to 7.2 per cent, in 1886- 
1889, and finally falling to 5.1 per cent, in 1890-92, and 4.5 per 
cent, in 1893-94. 

The position of Production and Exports has, therefore, consi- 
derablyimproved,in spite of the increase of 113.4 per cent, in the 
debt itself, if compared with the period 1861-64, the advantage 
for profits in 1890-92 being equivalent to 4i per cent, of the 
valué of Exports, as far as the foreign debt, alone is concemed. 

The total debt including Treasury notes, has increased, from 
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1861, to 1864, by 535 per cent, whilst the charge for interest and 
amortisation has risen only 319 per cent. The cause of this 
discrepancy is to be fonnd chiefly in the considerable proportion 
of the debt oonstitnted by emissions of paper-money, termed 
Treasury Notes, which, bearing no interest, do not increase the 
cost of the annual charges. 

The facility that an inconvertible currency affordsfor loans of 
this character, and of borrowing money without interest, and 
with no deñnite obligation of ever repaying, isprobably the chief 
cause of its popularity with successive administrations in Brazil, 
as in other conntries. 

If, as the V. de Onro Preto once sustained ina discussion in the 
Chamber, the qnantity of paper-money in circulation does not 
inflaenoe its valué, it is difficult to understand why he should 
have pref ?rred ^ negotiate loans of the ordinary kind, and to pay 
interest in the oíd fashioned way, rather than recur to this sim- 
plest of áll methods of " raising the wind without paying the 
piper." Dr. Buy Barbos^hough sustaining a similar thesis, was 
more oonsistent, and entered on an extensive system of vica- 
rious borrowing in oontequence. ünfortunately the premises of 
both one and the other were wrong, and as a consequence we now 
enjoy exchange at lOd. 

Government issues of paper-money are nothing less than f orced 
loans in their must insidious and arbitrary form : and constitute 
an attack on private rights and prívate property just as much as 
the oíd fashioned system of extorting loans by torture, cus- 
tomary in less refined times bef ore paper-money was invented. 

The only manner possible, by which a new emission of paper 
money when gold has already bee i dríven from circulation, 
can attain any valué at all, is by depreciating what is 
already in circulation. The valué of paper-money depends on 
the relations of demand and supply and tbe balance of inter- 
national payments. The demand is constituted by all the 
products or objects, properties and services bought and sold, and 
the supply by the qnantity of paper-money in circulation. If 
therefore the supply is augmented, whilst the demand remains 
the same, the valué of the paper money must be thereby depre- 
ciated. 

The depreciation of the paper-money in circulation would be 
attended by a similar depreciation of all debts and fíxed iocomes 
and charges, of public secuñties payable in currency amongst 
the rest, which will be the only classes of property and services 
thuB affected, whilst all other property or services will be raised 
in pnce and valué in a similar proportion. 

£mÍ£8Íons of paper-money by the State are nothing less than 
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foroed oontribations to whioh the Capitalist olass, that is the 
holder of the greater part of both the currency and pubUo 
securities, contributes almost ezdasÍTely, and operates as a 
foroed transfer of part of the property of one class to another, 
f rom Creditors to Debtors. 

On moral gronnds snch a system of raising money cannot 
be defended, and must be only more unjast and injarious 
than the reversal of the operation by any systematic attempt to 
raise the valué of a currency that has been long depredated by 
artificial measures. 

The real valué of the annual charji^es for interest and amorti- 
sation of the National debt must vary like that of the debt itaelf 
with the valué of the currency, increasing as exchange rises, and 
viee-versa, not in the same but in a less ratio! The reduction of 
the real valué of charges for the service of the debt, oonsequent on 
a f all of ezchange, will prove an administrative advantage only 
if revenue is not similarly affeoted, which it will be unless nomi- 
nal taxation be proportionately increased ; its influenoe on the 
intemational Credit (activo), or resouroes with whioh to meet 
f oreign liabilities, will be inconsiderable, as the greater part of 
such payments are ílxed charges not subject to alterations in 
valué consequent on the oscillations of ezchange. 
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Foreign Guaranteed Capital. 



The guarantee of interest on indastrial undertakings, although 
it cannot be classed as a debt, because there is no undertaking 
as regards the reimbursement of the principal, constitutes an 
obligation that exercises an influence precisely similar, and must 
be included with other similar undertaki)igs wben estimating 
either the intemational balance of payments or the cost of the 
annnal charge f or interest and amortisation of the debt. 

In 1861, the policy of guaranteeing interest on foreign capital 
employed in public works, which in after years was to take so 
great a development, wae in its infancy. The nominal capital 
guaranteed was then only Bs.52.222:223$ gold eqnivalent to 
Bs.6|200 gold per capita, whilst the coefficient of interest 
guaranteed was Es. 01433 gold. 

In 1893 the nominal valué of foreign guaranteed capital had 
risen to Bs. 158.381:867$ gold, or Bs. 10$150 gold per head, 
whilst the corresponding coefficient of interest guaranteed had 
advanced, even more rapidly than population, to Bs.OI 653 gold 
per head. 

The only guaranteed railways in actual traffic in 1861 were 
those from Bahia and Becife to the Biver S. Francisco, that of 
Santos to S. Paulo being then in construction. Up to that date 
these two lines had given a luiiform déficit on their working 
expenses, and in 1861 alone, for many years previous and 
subsequent, showed an aggregate excess of receipts over expen- 
diture, of Bs.8:659$ gold, or 0.46 per cent of the interest 
guaranteed, which amounted to Bs. 1.866:6671 per annum. 

Starting from 1865, when the Santos Bailway commenced itsTí 
traffic, it will be observed that the relation of Expenditure to I 
Beceipts has been always in inverse ratio to the rate of exchange, 1 
increasing as it fell, and vice versa, with the exception^ 
of the period 1886 to 1889, when, in spite of exchange rising 
rapidly to par, the ratio of expenditure to revenue increased 
instead of diminishing, owing to the extraordínary growth of 
expenditure exceeding by 91.6 per cent, that of the previous 
period and also the simultaneons increase of revenue by 35.4 
per cent. ! 

With this exception, the statistics prove that with a low rate 
of exchange, as would be expected, the expenditure is relatively 
greater than with a high rate. During the different periods of 
low exchange, since 1865, the ratio of expenditure to receipts has 
averaged 61.7 '/o, and during those of high exchange 53.4 % . 
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The increased ratio of expenditure will tend to diminish the 
surplus of revenue on those lineS only that previously gave a 
working profit, and to increase the déficit of those that did not, 
which latter represent 41 per cent, of the -whole guaranteed < 
capital. The decrease of thft- ^urplas will alone augment the 
burde n of guaranteed interest, but even this will be compens ated 
indirectly by the diminished cost of f reight on the goods carr ied, 
and consequently of the cost of production and exporta ; whilst I 
the loss resulting from the augmented déficits an the other 
class will fall ontirely on the profits of foreign capital, and 
represent so much capital retained in the country, that woiüd 
otherwise have been exported, and distributed abroad ¡n the 
form of dividends. 

Consequently, a low rate of exchange is from this point of view 
an administrative and financial, and not an economical disad- 
vantage, the loss to the exchequer produced by the increase in 
the amount of guaranteed interest payable, being more than 
compensated in other indirect ways. ^ 

The only means of redressing the disequilibrium is to either \ 
decrease the cost of working expenses, or increase the revenue 1 
of the railways. As it is probable that the first cannot stand \ 
any serious reduction, the only alternativo would be to raise the ^ 
tariffs, which, however, would increase the cost of production and 
discourage exports. 

Other considerations of a moral nature might, however, ren- 
der it advisable to revise the tariffs in expectation of a more 
or less permanent depreciation of the currency ; in that case it 
would be advisable to revise tariffs in such a manner as to 
ensure greater advantages for produce and expoHs. 

With regard to the average annual receipts a continuous 
increase is noticeable in the ooefficient, which has risen from 
01220 in 1865-1869 to Rs.l.$098 in the period 1890-1893, an ave- 
rage of 14 per cent, per head, per annum. During the peiiods 
of low exchange the average annual receipts per head were 
Es. 0.$629, and during those of high exchange E8.0.$640., the 
difference not amounting to 2 per cent., but being predsely the 
reverse of what Tv^uld be anticipated, seeing that the increased 
quantity of produce exported in periods of low exchange should 
be evidenced in a corresponding activity in their carriage. 

If, however, the comparativo annual percentage of the in- 
crease of receipts is examined the discrepanoy becomes more 
marked; that during the periods of a low rate of exchange ave- 
raging only 34.7 per cent., whilst with high exchange it has 
reached 66.6 per cent. 

Little importance can, however, be attached to these seeming 
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contradiotions, as the relations of the valué oí f^eights to that 
oí goods carried is so complez and variable that it is difficult to 
draw any defínate concliisions withont first beinf^f in possession 
of all inf ormation as regards the opening of new Hnes, extensión 
of oíd ones, the alteration of taríffs, and qnantity and weight of 
goods carried^ müeage of trains, &c. 

If we examine the receipts of a single line,the Santos to Jnn- 
diahy, we obtain the following resnlts. 
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The resulte are now someTvhat dissimilar. ^The avera^e annnal 
receipts per head during the three periods of low or falling 
ezchange are Es.0.|409 per capita, and exceed by 4 per cent, 
the aTerage, Es.0|394 per head for the two periods of risingex- 
change^ thus conñrming the previous conclusicn that, dnring a 
low rate of exchange, exports and imports, and consequently 
traffic, will both increase in volume. ^ ^ 

It will be noticed that the annual rate of increase of receipts 
has in this case shown a considerable falling-off for the period 
1890-1893, from an increase of 37 per cent, for the previous 
period to 20.4 per cent., a reduction which would be inexplicable 
if the effect of the reduction in the tariff, which took place on 
renunciation of the guarantee, were ignoredj that, by reducing 
the average receipts for that period, also considerably re- 
duced the excess that the aggregate receipts during the three 
periods of falling exchange would have otherwise exhibited in 
respect to expenditure ; and corroborates the statement that 
no correct conclusions can be drawn in this respect from the 
mere statistics of receipts and expenditure of the different rail- 
ways without ampie Information as to the different modifica- 
tions which have been effected in the tariffs, &c. If , however, the 
average annual quantity of gocds carried per mile were com- 
pared for each penod it is probable that the results would 
conform to our deductions. 

From the data available, it is certain that the shrinkage of 
the annual rate of increase of receipts on the Santos line, during 
the period 1890-1893, is not attributable to any falling off in 
the volume of the traffic, as the total weight of goods carried 
has risen from 418,843 tons in 1889 to 607,309 in 1890, falling 
again to 428,034 tons in 1891, 419,046 tons in 1892, and rising 
finally to 568,694 in 1893. 

Theproportion of expenditure to receiptí», shows, both in the ge- 
neral results for all the guaranteed lines and in that of the Santos 
and S. Paulo Ey. in particular, a similar remarkable increase, 
in the case of the Santos Ey. from 50.3 to 61.2 per cent, precisely 
when exchange was rising most rapidly, and when a con- 
siderable reduction would, therefore, have been looked-for. That 
this abnormal increase in the ratio of expenditure to receipts, 
of more than 20 per cent., was not due to any falling off in the 
traffic itself is proved by the fact that receipts had simulta- 
neously risen 56.1 per cent, if compared with the previous period, 
1876-1885; and it can, consequently, be attributed only to some 
powerful local disturbance independent of the valué of the 
I currency, such as a violent rise in the price of labour, or ex- 
Itraordinary expenditure on repairs and maintenance; but 
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the phenomeiion is siiffioiently interestmg to merit special 
enquiry into its canaes: 

The total foreign capital actoally employed in 1894 with 
gnarantee of inteiest, national and provinciAl, amounts to 
B8.158.351 : 8671, that g^uaranteed by be Nation alone to 
B8.156.562:298$, induding both the Cear¿ Harbour Co. and 
the Santos and S. Fanlo Saüway and also the whole gnarantee 
on the Bahía and Beoiíé to S. Franoisoo Bailways. The total 
interest gnaranteed amonntsto B8.10.782:693| gold, and that 
goaranteedby the Nation only to B3.10.286:130|. In 1893, of the 
total intereet gnaranteed R8.2.054K)79I goldwere eamed by the 
differentrailways (eqniyalentto 4.822:912$ cnnency), balanoe 
of Bs.8,728:614| having been made good by the State. 

In 1889 the amotint aotnally paid by the Nation on ao- 
connt of goarantees was, according to the oficial balance sheet, 
Bs. 6.525,983, which added to the snrplns on working expenses f or 
that year Es. 5,671: 187 gold, gives a total of Es. 12,197,1701 
oonsiderably in ezcess of the total interest gnaranteed. It 
is, however, possible that the goarantees %re not regnlarly 
liqnidated, but acconnts sometimos carried f orward f rom one 
year to another, so that the amonnt of g^oarantee aotnally paid 
will not, and in fact does not, of ten correspond with that aa- 
nnally due. 

The nominal realized capital of the foreign gnaranteed 
companies is abont Bs. 159,000:000$ or Bs. 1.300:000$ more 
than that actually gnaranteed by the State. 

The aver age rate of proflts was, indndin pr <^pitft1 PTp^itwTft 
on improvement, etc., from 1861 to 1893, 6 per cent, per «.TiTinm 
indnding the Santos By. and 5.8 per cent, ezclnsiye of that 
line. The dividends actually distribated wonld« however, be 
aomewhat less. 

. The actual market yalne of aU foreign gnaranteed capital is 
Bs. 141^57:944$ and, consequently, the depredation is eqni- 
▼alent to B8.18,581:263$ or only 13 per cent. (1895); 

Ezdnsiye of the Santos and S. Panlo By. the realized capital 
is Bs.l28,260:184$ and its actnal market valué Bs.l00,122:586$, 
tiie depreciation, therefore, reaching, B8.28,142:601$ or 22 % ! 

The actual market valué of the stock and debentures of the 
S. Paulo Bailway amount to 41,045:354$ a premium of 53.9 per 
cent, on its realized capital of Bs.26,667:000$. 

As has been already pointed out the profíts actually eamed 
by the gnaranteed companies, exclusive of the Santos and 
S. Paulo By., were in 1893 equivalent to only 0.31 per cent, on 
the corresponding gnaranteed capital, the rest of the interest 
having- been made good by the State. In consequence the 
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market qnotations of these skares, in spite oí the regular rdceipts 
of dividends, which in 1893 averaged f or the thirteen gnaranteed 
companies 3.86 %. per annxúuactiiaUy distributed^ miut dependa 
almost entirely on the átate of the National ozedit; if this snf- 
fers^ the valne of the stock mnst fall, and vice versa. The g^uage 
of the credit of a coimtry is to be f onnd in the market qnotatione 
of its debt ; and when Brazilian 4 per cent, bonda are qaoted at 
leas than 80, it is to be ezpeoted that stocks, that depend almost 
entirely on gnarantees f or a dividend, shoiüd be e^en more depre- 
oiated, and, indeed, it is stirprising that the debentiire stock and 
bonds have not been affected in a greater degree, and in some 
cases sfcand at a considerable premium, whenany failnre on the 
part of .the State to satisfy the guarantee most eqnaliy afíect 
the probability of the payment of interest on theee seourities 
as on the shares themselves. 
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The average dividend distributed by the thirteen gnaranteed 
companies was in 1888 with exchange at par, at the rate of 
4.26 per cent, per annum; it feU to the lowest average in 1891, 
and rose again to 4.30 per cent, in 1894 although exchange had 
faUen to 10 pence! The average dividend for 1894 is, therefore, 
positively greater than that for 1888, and the fall in the prices 
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oí these seourities can, therefore, have no positivo origin fur- 
ther than the general want of confídence that has afíected 
Brazilian securities in the foreign markets. 

Tn 1893 the a^gregate surplus of all foreign guaranteed un- 
dertakings, exclusive of Sugar Factories and the Ceará Harbour, 
but including the Santos and S. Paulo Railway, amounted to 
Bs. 4.850:542$ currency, and, reduced to gold at the average 
rate of exchange ourrent for that year, lO^dí was equivalent to 
Bs. 2.065:845$ gold, or 1.30 per cent, on the total capital gua- 
ranteed. Exclusive of the Santos and S. Paulo Bailway the 
surplus wase quivalent to only 0.31 per cent, on the balance 
of capital guaranteed. 

The interest guaranteed by the State on the nominal capital 
of Es. 158.351:867$ amounted to Es. 10.782:693$ gold, or an 
average of 6.8 per cent, per annum. Consequently there re- 
mained in 1893 a nett losa to the Exchequer of Es. 8.466:642$ 
gold, eqiávalent to 5.5 per cent I 



Morements of Beceipts and Expenditnre of all the foreign 
Guaranteed Railways f^om 1861 to 1S93. 















OD 




g 

li 


P4 

f 
1 




g 2 






O 




OMBQ 




-< 


< 






-«1 








¿^ 




Rá. 


Rs. 


o/o 


Rs. 






o/o 


o/o 


o/o 


18C0tol86t 


2.313:503$ 


2.687:160$ 


116.1 


8.200.000$ 0$056J0$065 








1865 " 1869 


10.164:728$ 


5.891:721$ 


58.4 


8.960.000$ 0$220 0$131 


292.8 


101.6 


34.6 


1870 " 1876 


23.997.675$ 


10.981:638$ 


46.7 


10.250.000$ 0$390 0$178 


'77.2 


35.8 


46.3 


1876 •* 1885 


69.876:933$ 


35.148:442$ 


60.3 


12.260.000$ 0$670|0$386 


46.1 


60.6 


131.4 


1886 " 1890 


49.383:180$ 


30.216:441$ 


61.2 


13.776.000$ 


0$8900$548 


66.1 


91.6 


177.1 


1890 ** 1803 


65.891:735$ 


60.015:055$ 


76.5 


lli.900.O0Oa 


l$098,0$839 


23.3 


53.1 


227.9 




231.127.746 


94.178.970 


1 















. Summing up the sundry advantages and disadvantages that 
the system of guarantee of interest to foreign industrial capital 
oonf era, we find that although the f ailure of railway receipts to 
meet expenditure has entailed considerable expenditure on the 
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Btate, and tbus increased the bnrden of its annnal f oreign 
payments^ it has not really increased the aggiegate of f oreign 
payments to be made by the Nation, but, on the contrary, 
positively redaced them. 

Whether the interest gnaranteed is paid whoUy out of 
working profíts^ or ís paid directly by state subventions, so long 
as the valué remain the same it most eqnally be met out of 
national resources. In other words the fact of the payment of 
interest being effected by the State does not increase the annual 
international Debit (passivo); on the contrary, when the 
necessity for such payment is caused by the depreoiation of the 
currency, and not by a shrinkage of the volume of exports, 
a positivo decrease of the annnal international debit will 
result. 

Such a conclusión leads, evidently, to the deduction that the 
greater the déficits of the guaranteed railways,the greater will be 
the advantage to the country; which, though it appears para- 
doxical; is true so long as the déficits are due to the reduction in 
the cost of freights at the cost of f oreign capital, and providing 
they entail no corresponding déficit in the national finances. 

If, however, it is indisputable that low freights favour produc- 
tion and exports, it is equally so that the failure of the receipts 
of guaranteed undertakisgs to eatisfy expenditure must tend to 
increase still more the perennial déficits of national finance, that 
have, both directly and indirectly, exercised so fatal an infiuence 
on the real valué of the currency and national economy in 
general ! 

The urgent necessity of re-establishing the national financial 
equilibrium on a stable basis is indisputable, and must entail 
some attempt to redress the balance between the receipts and 
expenditure of the guaranteed railwaya. 

The whole sum expended in guarantees from 1861 to 18^3 
appears to amount to about Es. 130.594:072$ gold ; to this must 
be added Es. 69.783:801$ gold earned by the different railways, 
resulting in the total of Es. 200.377:872$ as profits, part of which, 
however, has romained to be reinvested in improvements and 
extensions. 

The official valué of exports for the same period was Es. 
6.498.402:054$ gold ; so that the profits of the foreign guaranteed 
railways represented a tax equivalent to 3 per cent, on their 
valué, of which the part paid by the State is equivalent to 2 
per cent., and that paid directly, in the form of working profits 
derived from freights, to only 1 per cent. 

Undoubtedly Production has realized great advantages from 
the fall in the valué of the currency, and the consequent 
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rednotion of the real cofft oí exporta, in which the redaotíon 
of freights has oertainly not been the least important factor. 

Any attemptto redrees the national financial eqnilibrimn 
mn&t necessarily inolude the consideration of expenditure on 
aoooimt of goarantees, and lead to the oreation of resonrces to 
meet this item of nationaL expenditure. This can be realized in 
two ways, either direotly by raising taiiffs, or indirectly by 
taxation. 

Taxation has the adyantage of f alling on áll producers alike. 
The inorease of taziffs is impossible withont still forther 
exaggerating the natural advantages that situation confers 
on land nearer to the centres of oonsumption and ship- 
ment of its produce. Any considerable increase of the cost of 
transport would inevitably raise the cost of production of 
the more distant districts in a proportion increasing with the 
distance, until a point would be quickly reaohed when produc- 
tion muat become unprofitable and would cease, whilst the 
increased cost in more faTOured districts would be unap- 
preciable. 

Forthese reasons any considerable increase of freight must 
tend, if not to decrease production, at least to circumscribe its 
extensión to a still more limited área than at present. 

It is, however, probable that all, except perhaps the most 
distant districts, could suffer a not inconsiderable increase of 
freights without evidencing any appreciable reduction in 
quantity although profits must inevitably suffer. 

Direct taxation, such as an increase of freights, has the 
adyantage of quickly showing if it were so excessive as to 
injure production, and thus allow of reduction; but it would be 
difficult, andalmost impossible, to devise a tariff that would take 
into sufficient account the advantages conferred by situation 
and locality, or not affect the production of exporta, which is, 
after all, the main point to be kept in view when dealing with 
any scheme for realizing a permanent equilibrium of the 
National finances. 

It may, then, be safely C( ncluded that so long as the increased 
burden that revenue will havé to meet to satisfy the falling 
off in the receipts of f oreign guaranteed undertakings can be 
metby other means, and without creatingor increasing déficits, 
the fall of exchange, in so far as it affects guáranteos, is not 
disadvantageous except to the foreign Capital employed. 

The yalue of foreign Capital employed in pubHc works, with 

the exception of that part expended in the foreign country in 

commissions, discounts, and other expenses of a purely local 

character, will be imported in some shape or other, either as 



— 66 — 

material^ as bnllion, or else will be drawn f or and must, theref ore« 
be placed to the Credit side of intematioxial pajnnents (activo), 
the material imported &Iready fíguring as imports to be 
paid for. 

Making a liberal allowance of 50 per cent, of the nominal 
subscribed Capital for cost of inoorporation^ commissions^ dis- 
coxmts and contract-ors* profits, the balance will go to inorease 
the activo or annnal intemational credit. 

Onaranteed capital imported since 1865 is as foUows: 
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Withthe exception of the fourth period, 1876-1885, the impor- 
tation of f oreign gnaranteed capital was insignificant, and conld 
ezercise but little influence on the nltimate course of exchange. 
The average annnal importation of capital, estimated at 50 per 
cent, for the whole period 1861-1892 was at the rate of Bs. 
3.039:000$ gold per annum; in 1875-1886 it averagedBs. 4.706:0801 
per annnm. 
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Independent Foreign Industrial Capital 



The next factor of international paymonts to which atfcention 
must be paid is the Country's liability as regarda the profits on 
foreign capital employed w^ithout special State goarantees in 
industrial undertaldngs, whether by publio companies or prívate 
individúala. 

This like the guaranteed capital does not constitute a debt 
ezcept indirectly, ñor even an obligation ; but, no lesa than 
the interest on the f unded debt and gaaranf.eed undertakings, 
increases by the eqnivalent of the annual profits realized by the 
international obligations of the Country. 

With regard to the more important sestion of this class of 
capital, invested in public C3mpanie3 the amouat of foreign 
capital, ezdusively English at that time, employed . in Brazil 
in 1861, was insignifícant, and did not mnch exceed JB948.000, 
or £9.8,426:772 gold, which vas divided amongst the foUowing 
companies: London and Brazilian Bank, .£500.000, Bahia 
Gas Co. ^150.000, S. Joao del Bey .£298.000. In addition to these 
there existed the Catta Branca Mining Co., and probably 
some other unimportant undertakings, which have since peased 
to exist, and the detaiU of which it has been impossible to obtain. 

Of all the forms in which foreign capital has been employed 
in this country none have lent g^eater services to the canse of 
Brazilian civilization and progress, or to the development of the 
resources of the country. 

The total nominal valué of the foreign capital invested in '" 
unguaranteed undertakings from 1861 to 1894 isabout ¿621.597.511 
eqnivalent to Bs. 191.980:275$ gold, and, deducting 50 per cent, 
for foreign local expenses, gives a minimum nett valué of 
Bs.90.623:653 gold actually importad, or an average of B.2.832:000 
per annum. 

Of this large amoimt jBI. 970.313 have either been entirely 
lost or, having given no dividends for many ycars, have no 
market valué, and may be wrítten oñ as lost ; in addition the 
sunr of Bs. 6.113.970 (.£688.938) has been liquidated and with- 
drawn from the Coxmtry, leaving a balance, in 1894, of about 
jei9.538.799, or Bs. 173.680 3401, employed in the country and 
actually eaming dividends of some kind. _- 

The only period for which complete retums of the dividends 
actually paid have been obtained is that from 1876 to 1883 when 
thoy averaged 7.3 per cent, per annum, a rate that was largely 
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duG to the splendid profits that the S. Joao del Eey mines were 
then yielding, which have since fallen to zero. 

Estimating the average rate of div^idenda at 7 per cent, f or 1860 
to 1875, 6 per cent, for 1884 to 1891, and 4 per cent, from 1892 to 
date, we obtain the foUowing resulta for the six different periods 
into which we have divided the 34 years from 1860 to 1895. 
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Oontrary to what would be generally anticipated, the amount 
of f oreign capital employed for industrial purposes and withont 
State guarantees has alwaya varied directly as the Talue of the 
currency, increasing as the rate of ezchange rises, and vice-veraa* 
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Toan nndeveloped country of vast natural reeotirces like 
Brazü,that requires to make constant use of foreign capital, it 
Í8 of the utmost importance that the rate of exchange, or valué of 
the currency, whioh affects directly and powerfully the profits of 
this dass of capital, should vary as little as possible, as its 
stability is undoubtedly the principal factor in determining the 
investment of fresh foreign capital in this form. 

The annual ayerage additions to capital rose from Bs.0|254 
gold per head, in the period 1860-1864, to Bs.0$760 in that of 
1890-1894. The considerable accession in the rate of increase of 
this last period is in reality only apparent, and corresponds pro- 
perlyto the former period, havingbeen negotiated, in greatpart, 
in 1889, and ought rightly to be induded in that year's operations. 

The lack of sufficient statistics regarding the profits of foreign 
industrial capital, ezcept íor the short period 1876 to 1883, 
makes it impossible to draw positive conclusions as to the com- 
parative proñts of different periods or to arrive at a precise estí- 
mate of the sums required to be added to the Debit of Inter- 
national payments (passivo) on this account. 

Allowing that the estimated rates of interest are approxim^tely 
-correct the coefficient of int^^rest has risen from Es.0|119 per 
annum in 1860 to Es.0|543 in 1894, or 339 per cent. The valué of 
interest was highest in 1890-91, when it reached the stmi of 
Bs 9441:362$, since that date is has decreased, in spite of the 
increase of invested capital, to about 8,000:000$ owing to the 
decreased real valué of dividends in some cases, and to the 
suspensión or reduction of its payment in others. 

The low rate of exchange, theref ore, in so far as it has affected 
the proñts of foreign capital, although disadvantageous because 
it discourages its increase and thus retards the progress of the 
country, is not wholly so, as it also reduces considerably the 
valué of foreign payments, and tends to preserve capital in the 
country, which would be otherwise exported, by the reinvest- 
ment of profits, in place of distribution in the shape of dividends. 

The nominal valué of the capital of unguaranteed foreign 
companies was in 1894 Rs.l73,680:340, and its market valué 
R8.154,356:320$, thus showing a depreciation after deducting 
bad debts, of Rs.l9.324:020 gold, equivalent to 11.1 per cent, that 
compares favourably with the rate of depreciation of guaranteed 
undertakings, 13 per cent. 

The market quotations of this kind of capital are little influ- 
enced by the state of the National foreign credit, that so power- 
fully affects other classes, and depend almost exclusively on the 
profits realized, the comparativo valué of which, intum,are 
principally determined by the valué of the currency at the time. 
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The average market valne of this dass of eecnrity has been 
greatly inñuenced by the highly profitable nature of some ten 
out of the 44 foreign companies, amongst whioh are the London 
and Brazilian Bank, London and B. Píate and British Banke, 
Bio Gas Co., Cantareira Co.^ Submarino Telegraph, Mogyana, and 
West. S. Paulo debentures, and the Bio Claro By, Amazon Steam 
Nav. Co., and S. Joao del Bey Mining comxHuiy, which on an 
aggregate nominal capital of .£5,839,237 show an appreciation of 
£2,608,576 in their market valué, or 44.6 per cent. 

These flourishing concems compénsate to a considerable ez- 
tent the comparativo failure of others such as the Bio City ím- 
provements. Para Gas, Brazilian Street Tramways, Becife Drain- 
age, various Sugar Faetones, and the debentures of the Leopol- 
dina Bailway and its annexes, some of which have given no 
dividends at all f or years, whilst tbat of others has been gpreatly 
reduced. 
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Foreígn Capital employed in Commerce 



The amonnt of foreígn capital invested in purely national 
undertakings and in commercial operations is difficult, if not 
imposBÍble» to estimate, bat mcuit be very considerable, and no 
donbt tbe annual profits when remitted abroad wHl add ap- 
preciably to the burden of foreign payments, thougb both tbeir 
valué and impoitance have been greatly exaggerated. 

It nmst be borne in mind that investments so employed by 
foreign residents are usef ully engaged as productivo capital in 
8ome f orm or other, and tbat whatever profits may result froni 
siicli empioyment a quid-pro-quo has been rendered in the in- 
ores sed valué or diminished cost of production and exports. 
Coneequently, though the withdrawal of such profits may retard 
the rate of aocnmulation of capital and national wealth, it 
cannot diminish it, ñor enhance the proportion of liability to 
resouroes to meet foreign engagements; and cannot, theref ore, be 
a cause of the disequilibrium of real exchange and depredation 
of the currency, though it may tend to perpetúate, or exag- 
gerate it. 

Undoubtedly, were it possible to avoid any transf er at all of 
profits to foreigners or residents abroad, the burden of foreign 
payments would be relieved, both capital and national wealth 
would increase more rapidly, and intemational exchange would 
improve, just as it would if the payment of interest on the 
foreign funded debt or guarantees were suspended or repudiated ; 
but though the suspensión might créate a temporary relief and 
miprove the proportion of the intemational credit (passivo), the 
original excess of foreign payments could never have originated 
in this description of profits. 

In regard to the commercial profits realized by foreigners a 
still greater confuFÍcn of ideas is prevalent, that extends to 
even the most intelligent critica of Brazilian economy. Thus 
we find Dr. Buy Barboso in the report of the Ministry of finance 
for 1890 state that "the balance (of trade) favourable to the 
country is drained away to foreign countries, thanks to a 
fnct little appreciated but of the greatest importauce in the 
consideration of the anomalies of our exchange. No one 
ignores that our commerce, and especially its wholesale branches, 
is almoid} wholly in the hands of foreigners. These accumu- 
lators of wealth reserve it chiefly for their own countries, 
where their aspirations are concentrated, and whitherthey retum 
with thé capital or its interest, that up to the present has not 
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been conyeniently taxed in benefít oí the coantry at whose ex- 
pense it has been acqoired. This tendency constitutes a per- 
manent factor of national impoverishment, inverting the other- 
wise really f avourable balance of intemational payments ! " 

In this astonishing statement Dr. Buy Barboso does not show 
his usual perspicacity ñor his accustomed intelligent appre- 
ciation of economical phenomena, and appears to haré allowed 
thé chauvinistic element to get the better of his judgment ; 
this is the more alarming in a person of his attainments and 
abilities when be proceeds to insinúate the necessity of limitiag 
the compensation of the industry of the foreign section of the 
population by special and odious taxation ! 

It appears to ha ve completely escaped the attention of quati 
reformers of the fínanoiaJ and economical equilibrium that the 
accumulation of wealth in the pursuit of commerce^ as in in- 
dustrial occupations^ demands either labour or capital^ or both, 
and that it is not gained at the expense of the country^ but in 
the development of its resources, to which Commeroe oontri- 
butes none the less because its votaries do not absolutely follow 
the plough, ñor till the soil with their own hands. 

No one, it would be imagined^ would seriously maintain that 
a colonist, to take an example, who realizes a fortune out of 
agriculture by his own unassisted labour, has made it at the 
expense of the country in which he happens to labour, or that 
if he lives on the profits, or even carnes the whole of his accu- 
mulations away with him to a foreign country, that he has 
theref ore impoverished that country and abused its hospitality ! 

He has, on the contrary, introduced at least one, and perhaps, 
two. new factors of National wealth and prosperity, his own 
labour or capital, or both, with which he renders productire 
what had not been so previously, and would ha ve oontinued un- 
productive without him. 

All that he produces must, theref ore, be so much puré gain to 
the country; and even if after deducting a part for payment of 
his own consumption and of the States' taxation something 
remains over which he accumulates and finally takes with him 
to other countries, be will not thereby have impoverished that 
country, but really have enriched it by at least the difference 
between the gross and nett valué of his labour during the whole 
time of his residence. 

Had this 'accumulator of wealth' never entered the country, it 
must have been the poorer; and though there could then, it is 
true, he no drain of gold to satisfy the profits he may eventually 
spend abroad, there would likewise be so much lese increase of 
production and exports with which to meet them. 



— 73 — 

When finally this 'aocumulator of wealth' retumed to the 
fatherland, on which he had 'concentrated his aspirations' he 
GOttld uot take with him even an eqaiyalent of the labonr and 
capital be had expended; part of it must remain behind. At 
most what he took woold be equiyalent to the snrplas af ter 
having paid for his own oonsumption and taxation like 
every one else. The wealth his labour and eoonomy created he 
could not take away ; and this, in the form of new lands brought 
into cultiyation and new railways constructed, or his individual 
fractional share in their creation, must remain behind, and 
continué to be productivo even af ter be had lef t, and to satisf y 
the interest on which he Uves abroad, if the capital is lef t behind. 

To attempt to impose special taxes on profíts of this descrip- 
tion would involve the gross injustice of re-taxing differentially 
and partially what had already paid its quantum suf to fiscal 
exigency ! 

In a manner preoisely similar, thongh less direot, those occupied 
inCommeroe,of whatever kind, whether import or export,whole- 
sale or retail, cooperateinthe general development and progres s 
and oontribute to the produotibility of the country by the 
división and economy of labour; and, though it may be regretted 
that in Brazil, as in every other country, the rewards of labour 
are not more equitably distributed, it does not appear that to 
unfairly tax that reward is likely to redress the inequality, ñor, 
in f act, to do any thing except discourage both industry and the 
importation of f oreign labour and capital, so essential to national 
development. 

The moment that the 'accumulator of wealth' commenced to 
mobilize his accumulations saiá took himself off to foreign lands 
there must ensue a reduction in the volume of capital and con- 
sequent proportional decrease of production, unless the realiza- 
ron were effected with the intervention of foreign capital. At 
the same time the transfer of his accumulations would cause an 
increased demand for bilis and disturb the equilibritun of inter- 
national exchauge; and, if such a practico were general and 
continuous the balance of intemational payments might be 
seriously affected, and exchange be rendered permanently 
unfavourable. 

It is not, however, trae that the accumulated profits of either 
industry or commerce are as a rule transferred en masse to 
foreign countries, on the contrary, usually both the original 
capital and the accumulations are left in the country, either as 
investments or to serve as working capital for the continuation 
of the same business, and only the interest, and often only a 
part oí that, is ultimately exported. 
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The transfer of ioterest or annaal proflts alone wiU cause no 
change in the relations of capital which will continué to produce 
tbe same qnantity of exporte as preyiously, and the only 
difference will be that theequiyalentpart of the valué of exports 
that formerly went to increase the savings of the 'accumulator* 
and the community, will now be payable abroad. 

The fact that accumulations had been effected entails, beyond 
the nece^sary labour, both economy and self denial. Had the 
'accumulator/ in place of saving, expended the whole in super- 
fluities^ he would thereby not only have increased the demand 
f or imported commodities^ but also have prevented the increase 
of capital and production that his economy otherwise created. 

Consequently, the equilibrium of f oreign payments would have 
been similarly affected as by the ulterior bodily transfer of it 
abroada whilst the country itself must have been the poorer for 
capital having remained stationary, instead of increasing. 

Production remaining unaltered, the equivalent of that excess 
of exports, that must have corresponded to tbe annual protít 
realized, will then be payable abroad, instead of at home, and 
thus increase the demand for bilis; but no disequilibriumof intei^ 
national payments will thereby be created unless other foreign 
expenditure has meanwhile encroached unduly on the moiety 
of exports that properly corr*38ponded to these profíts, or savings. 
It would then be but a poor recompense for thrift and self 
denial that its fruits should be unfairly taxed to pay for others' 
extravagance. 

Sr. Manuel Babello, the then Brazilian Cónsul in Porto, in a 
letter dated 1885 addressed to Rodríguez de Freitas, hits the 
right nail on the head in laying the blame of the fall in 
exchange, that had then taken place, not on the drain to satisf y 
the investments in Brazil of residents abroad, which he admite to 
be considerable, but on the extravagance of those that instead 
of accumulating, spend all they eam in luxuries or superfluities. 

He states that — " The fruits of economy and the product of 
capital employed in Brazil, in place of being usef uUy employed 
in the creation or development of its industries, is not thus 
applied and emigrates to other lands. By emigrating I mean 
that this sum is employed in the acquisition of coetly goods, thus 
exhausting our markets of what we require to satisfy our own 
necessities." 

If, then, it were even true that resources were insufficient to 
satisfy foreign liabilities, the origin of this want of equilibrium 
cannot be attributed to the annual withdrawal of the profíts result- 
ing from the investment of the economies of industry and thrift, 
but rather to the excessive expenditure of that other section that 
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refuEes to follow their example, and to the f oreign expenditure 
for admini trative purposes, which together absorb not only 
their own share of the valué of exporta, but also encroach on 
that which rightly corresponda to prívate capital productively 
employed by foreigners or residents abroad. 

Any attempt to t&x unfairly or differentially the proflta of 
foreign capital can only reanlt in the withdrawal of l»oth capital 
and labour when a favourable opportunity presenta itself . 

The foreigner, unleas he be able to satiafy the aapiration he 
has concentrated, as Dr. Ruy Barboso states, in ultimately 
spending the product of his labour and self denial in his own 
country,would refuse to labour or economizo unless such con- 
ditiona were guaranteed, or seek more liberal treatment in 
other countriea. 

In consequence of a fall in the rate of exchange a part of the 
interest or profíts that accrue to foreign capital will remain to 
be re-invested in the country, or be deposited in banka awaiting 
a higher rate, and thus increase the volnme of capital available 
for production and commerce. 

* Thia well recognized phenomenon, that is repeated every time 
any serioua fall of exchange occurs, g^ve rise to a discussion in 
the Fortuguese joumals in 1886, in which some novel and startling 
theories were originated. A certain Mr. Kendall of Porto sus- 
tained the cause of the fall of exchange "to be the abun- 
dance of capital retained in Brazil awaiting a favourable ^ 
exchange to emigrate. In conaequence the banks, replete with 
cheap capital, not only refuse to.draw, but are directly interested 
in impeding othera from drawing in order not to be deprived of 
such profitable resourcea." 

Mr. Kendall has thus confounded cause with effect, or as Sr. 
!EU>driguez de Freitas terms it, made out the agglomeration of 
capital in the banka to be both the cause and effect of the fall 
in exchange, or " its own f ather." 

The tendency to reinveat profits, if even for a limited period, 
whenéver exchange falla considerably must meanwhile reduce 
the normal demand for bilis, and will prove a real advantage by 
retaining capital in the country, for a time at least. 
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Total valué of Foreígn Capital employed in Loans, 
Guaranteed, and Independent Industrial Under- 
taking8 

The total yalae of foreiga capital thas employed, inclading 
proYÍncial and municipal loans, has risen from B3. 111.306:211$ 
gold, or 131741 gold per capita in 1861, to B3. 639.240:426 gold 
or 401912 per capita in 1894. 

The moat considerable increase of foreign capital was in the 
period 1865-1869 duríng the Paragnayan war, when it rose 58 
per cent., principally in consequenoe of the large foreign loans 
then negotiated. 

The importation of foreign capital has been greatest daring 
the periods of low ezohange, when it increased on an average 
47 per cent. ; whilst daring those of high ezchange the increase 
was only 24 per cent. ; a resolt is dne chiefly to the negotia- 
tion of foreign loans, as the importation of prívate capital 
for unguaranteed undertaldngs shows contrary results. 

The total nominal yalae of foreign capital invested in Brazil 
from 1824 to 1894 amounts to Es. 1015.203:524$ gold, of which, 
however, only Bs. 639.240:426$ is actaally in ciroulation or pro- 
dactively employed, the balance having been amoitised, with- 
diawn, or lost. The amoont of foreign capital of this descríption 
belieyed to be employed in Brazil has been greatly exag- 
gerated, and did notmuch exceed ^72.000.000 in 1894. 

The figures of the preceding table conclusiyely show that 
foreign capital, in whatever shape it may be imported, is powerless 
either to arest the fall or to raise the rate of exchange except 
temporarily when not in cooperation with other more powerful, 
and less artificial causes. 

Thus in 1865-1869 in spite of the increase of 59 per cent, the 
largest on record, foreign capital could not arrest the fall from 
27d. to 14d. 

In the next period the comparatively insignificant assistance, 
equivalent to an increase of only 17 per cent, in foreign capital, 
* cooperating with increased production and high foreign pnces of 
exporte, raised exchange to par in the short períod of 5 years ! - 
An increase of 10 per cent, duríng the succeeding períod 
1875-1886, but accompanied by low foreign pnces for exports, 
could not arrest a fall from par to 17id ; whilst a similar increase 
in 1886-1889, cooperating with improyed prioes and out-put, raised 
exchange to par again in four years ! 
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Oí the different f orms in which foreign capital is employed 
the increase of that of unguaranteed industrial capital has been 
greatest, 1.647 per oent.^ whiUt that employed in loans increased 
313 per cent., and gnaranteed capital 377 per cent. The capital 
invested in unguaranteed industrial undertakings was in 1893 
Es. 173.681:340$ gold or little more than half that invested in 
govemment loans and guaranteed railways, which amounted 
to Es. 340.170:086 gold. 

Of the whole increase of foreign capital since 1861, by far the 
greater part, if we inclnde goyemment expenditure on rail- 
ways, has been employed in such a manner that, if not actually 
and directly productive, must ultimately become so, and thus 
relieve revenue of a part of the burden of foreign paymeñts, 
thongh it ^11 not diminish their valne. 

In point of f act this is already in process of realization, although 
it Í8 scarcely evidenoed by any reduction in the valué of gua- 
ranteed interest payable by,the State; but, none the less, a decided 
advantage has been conferred on production and exports by 
reducing their cost, and that, toa considerable extent, atthe ex- 
pentse of profits of foreign capital, a result due chiefiy to the 
depreciation of the cnrrency. 
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From 1861 to 1893 the coefficient of the aiinnal pronta of 
foreign capital has risen from B9. 0|857 gold to Bs. 21146 per 
head, or 150 per cent. 

It is dear that in the absence of a metallic cnrrency all 
foreign liabilities must be liquidated by means of exporte. Con- 
sequently^ the increase of the profits of foreign capital must 
demand 150 per cent, more of the exporta per head to be 
appropriated for their payment abroad than foimerly, and, 
uniese exporta themselves have likewise increaaed in the aame 
ratio as foreign liabilities « the balance to receive must be 
reduced proportionately. 

Foreign payments would not, of course, be effected directly 
in commodities but in their equivalent of billa > for which there 
would be an increase of 150 per cent, iu the demand, from this 
cause alone, ünlesa, therefore, the aupply was equal to the in- 
creaaed cali upon it real exchange must have fallen. 

The appropriation of a moiety of billa for the liquidation of 
foreign chargea is predaely similar to an equivalent tax ou 
production and exports; ánd ita incidenoe may be estimated by 
the compariaon of the reapective coefficienta of exporta and 
foreign chargea per head. 

In 1861 foreign chargea demanded only 4.3x>er cent, of the 
real valué of export for their liquidation, whilat in 1893 the 
proportion had risen to 11.2 per cent.; unleaa, therefore, the 
growth of chargea per head haa been accompanied by a aimul- 
taneous growth of production, profits muat have been reduced. 

In 1861 the valué of exporta per head was... Ba. 17$005 gold 

and foreign chargea amounted to Ba. 01857 " 

leaving a balance to receive , per head , of Ba . 16|148 gold 

In 1893 the valué of exporta roae, per head to Ba. 19|083 gold 
and foreign chargea to Ba. 2|146 "* 

leaving abalance, per head, to receive of Ba . 161937 gold 

In apite, therefore, of the increaae of 150 per cent, in the burden 
of foreign chargea, the profita of production have actually in- 
creaaed 4 per cent, ainoe 1861, aa far aa theee chargea alone are 
conoemed. 

Comparing these resulta with 1889, when exohange was atpar, 
the advantage ia atill more atriking. 

In the period 1886-1889 the production of exporta x>er head 

was Ba. 16|460 gold 

and foreign chargea amounted to Ba. 2)155 " 

leaving a balance of Ba. 14.305 gold 

or Bb .21632 , per head lesa tíiaa in 1893. 
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The valué of foreign oharges per head has, it will be noticed, 
diminished tlii^ly «iace 1886-1889,. in feí^te of the oonsiderable 
increaseof indebtedness. This is dnetothe combined effectof the 
reduetion of iaterest caused hy the conyersion loan of 1889-90, 
and of the depreciating influence of the fall of exchange on the 
real valué of dividends of foreign industrial capital, and on that 
of the amortisation of the foreign funded debt. 

The. increase in the profíts of production since 1886-89 shows 
that in Brazil industrial prosperitj is largely independent of the 
financial situation, and that it may be often simultaneous with 
fínancial disorganisation as is also the case in the £. Argentina. 

The actual situation may be summed up and compared with 
that of 1886-1889 in few words: Since 1886-1889 the valué of 
foreign capital invested has increased 30 per cent., whilst the 
charge f or interst and profíts has remained almost statipnary. 
Brazil, theref ore, has borrowed more, but pays the same interest 
as before, and, moreover, has more exports in 1893 than in 
1886-1889 with which to do it. The condition of the country 
must theref ore have vastly improved! 

This, it is true, is due in part to the reduetion of interest 
effected by the conversión of 1889 ; but this alone would have 
been insufficient to prevent a positive increase in the valué of 
foreign charges except in cooperation with other causes. 
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Exports and Importa of Mercbandise 

The next factor of intemational payments to be considered, 
and by f ar the most importante is the valué of imported and 
exported mercbandide; the first constituting a debt payable by 
Brazil, and the latter a valué receivable. 

It is not disputed, or should not be so, that exports must pay 
for imports j the only questlon to be decided is whether they 
have likewise sufficed to Hquidate, in conjunction with other 
resources, all other intemational liabilities. 

What, then, is the true valué of imports or the true liability 
for this factor, and what the nett or chancelling valué of exports, 
becomes a matter of great importanoe to decide, without which 
no positivo conclusions as to the causes of the depreciatión of 
the currency are possible, or better than mere conjectures. 

That the utmost confusión reigns relative to the real valué of 
imports and exports is evident in the conflicting opinions and 
assertions of even the most competent critics, as also, that little 
confídence is reposed in local official valuations. 

Thus we find Dr. Buy Barboso, in his report as Minister of 
Finance in 1890, stating that the valué of imports for the year 
1886 to 1887, with the additional half year, amounted to Bs. 
162:000:0001, whilst he est imates the valué of exports at only 
Bs. 151.000:000$, leaving a balance of Bs. 11.000:0001 against 
exports. From this he proceeds to draw deductions as tó the causes 
of the deprociationof the currency, which, however, he appearb to 
have reconsidered, as in a posterior document dated lOth May 
1891, he States that :— 

" In 1887 exports exceeded imports by Bs. 54.741.935^, but 
" exchaoge continued weak between 21 ^^/aapenoe and 23 ^/«i . The 
" next year, on the contrary, during which imports exceeded 
" exports by Bs. 48.406.887$, exchange rose from 24 Vie d* m 
" January to 27 Vie d. in Becember. On the other hand the official 
" retums for 1886 to 1887, comprising 18 months, give the valué 
" of imports as Bs. 310.850:277$, and those of exports at Bs. 
" 305.502:152$, leaving an apparent balance in favour of exports 
" of Bs. 54.741:935$" 

This result is, however, purely fíctitious, as without the indis- 
pensable corrections the official valuations of exports and 
imports are not only worthless for comparative purposes, but are 
bound to mislead the unwary, just as they misled Dr. Buy 
Barboso and many others. 

The official estimates of exports represent merely their 
nominal market valué in Brazil, that is their market price in 
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paper-money, which is appraised according to a sliding 
official scale of prices termed the pauta. 

To thís valnation must be added all local expenses from date 
of purchase to that of delivery of exports on board in a Brázilian 
port, which includes commission, duties^ brokerage, storage^ 
packing and loading, as also the merohants' profits, in Order to 
obtain the valué F.O.B. which, when reduced to gold at the 
current rate of exchange, represents the real valué of exports for 
which Brazil is creditor to foreign purchasers. Freights, being 
payable to foreign bottoms, must not be included;or, if included, 
must be débited again to the intemational debit or passivo, 
as a liability. 

Unless these corrections are previously made official valua- 
tions are meaningletis, and represent nothing more than the local 
market valué of exports expressed in paper-money, and not in 
any manner the intemational valué for which Brazil is creditor. 

The average rate of exchange for 1886-1887 was about 22 |d., 
and at this rate Rs. 305.502:152$ the eatimated official valué of 
exports for 18 months will be reduced to Rs. 273.118:954$ gold. 
The official valuation of imports, on the other hand represents 
their real, and not their nominal valué, when the official scale of 
prices is based on the jíar valué of exchange 27d.; when, however, 
they have been appraised at the rate of 24d., the real valué of 
imports will be 11.1 per cent, less than their gold or par valué. 

Any attempt therefore, to compare the official valué of exports 
estimated in paper-money with those of imports, which represent 
approximately their real, or gold, valué, without taking all these 
circumstances into due consideration, is certain to lead to error 
and misconceptions. 

Allowing 15 per cent, of their nominal valué for expenses from 
date of purchase to delivery on board, the relative real valúes of 
exports and imports for 1886-1887 will be as foUows : — 
Nominal valué of exports Es.305.502.152$ 

at 22d., exchange is equivalent to Rs 273.118:954$ gold 

Local expenditure from time of purchase to 

delivery on board, estimated at 15 "/^ " 40.967.707$ " 

Eeal valué of export F.O.B. for 1886-1887, 

18 months Es . 314.086:661$ gold" 

Nominal valué of imports, official valuation Rs 310.850:277$ gold 
Less 11 per cent, diflference between 24d. 

and 27d " 34.193:530$ 



Real valué of imports on board in port... Bs.276.656:747$ gold 

Export— " " "314.086:6611 " 

Balance in favoir of exports for 18 months Rs. 37.429:914$ gold 
Equivalent for 12 " " 24.949:276$ " 
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In a similar manner the foreign valuations of exporfcs and 
importa that Dr. Buy Barboso presents for comparison, must be 
redaced to their real valué on board in a Brazilian port, beforo 
tbeycan be of use. 

The foreign valuations of exporta to Brazil (importa by Brazil) 
represent usually their valué on board in a foreign port. To this 
must be added all expenditure for ireights insurance, etc., up to 
delivery in a p jrt in Brazil, calculated at 20 per cent, of their 
foreign valuation, in order to obtain the real valué for which 
Brazil is debtor on this account. 

The foreign valuations of goods imported f rom Brazil, on tho 
contrary, represent, with the exception of the U. States, the 
total valué delivered on board in a foreign port, including 
freights and expenses ; f rom this must be deducted 15 per cent, 
for such charges such as freights, payable mostly abroad, in 
order to arrive at the real valué of exports for which Brazil is 
creditor. 

The custom in the 17. States is to valué imports at their 
market prices in the country of origin ; consequently, no deduc- 
tion should be made for exports for this destination, on tho 
contrary, the valué of expenses up to delivery on board should 
be added. 

Even whenthesedeductions have been made the foreign valúa- 
tions of imports f rom Brazil willrarely correspond with theofficial 
local valuations of exports, because the standards for valuation 
are not the same, and in the case of foreign valuations are based 
usually on official prices, which have of ten little resemblance to 
their real market valué. 



Foreigrn TülnatíonB 1886-1887 aceording to Dr. B. Barboso'» 
Beport of the Ministry of Finanee, 1890 : — 



Imports 
Fbom B&azil 



Es. 

United States 90.000:000$ 

Germany I 45.000:000$ 

39.000:000$ 
17.000:000$ 
20.000:000$ 
8.000:000$ 
4.000:000$ 
4.000:000$ 
3.000:000$ 
1.000:000$ 



England.. 

Franoe 

Austria 

Belgium 

B. Argentina.. 

Portugal 

Uruguay 

Chile 



Total B.231.000: 000$i 119.000:000$ 



Exports 



Ka. 

14.000:000$ 
8.000:000$ 
52.000:000$ 
2.000:000$ 
1.000:000$ 
5.000:000$ 
5.000:0001 
9.00),:000$ 
5.000:000$ 
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En passant it may be remarked that tbere is evidently some 
mistake as regarás the valué of imports thus estímated by Dr. 
Ruy Barboso, as the sum of the valúes for different countries 
amounts to 101.000 contos and uot 119.000 as stated; probably 
aprinter's error. 

Dr. Ruy Barboso writes " the source from which I obtained 
these notes leads me to see in these figures at least an ap- 
proximation to the truth, if the absolute truth, to which they 
do not pretenda is impossible in a matter of this kind. If 
matters were thus we must conclude that our exports exceed 
our imports considerably in valué, establishing between them 
the ratio of 231.119. 

However it may be, these elements should warn us from trust- 
ing in the hypothesis, that is more or less accepted amongst 
US, that the valué of foreign imported merchandise exceeds 
considerably and constantly that of national products absorbed 
by foreign countries." 

Thus we observe D. Ruy Barboso in the course óf a few 
months, sustaining fírst that the valué of imports, was chronic- 
ally less than that of exports, and afterwards a diametrically 
opposite opinión that, however, would be of little importance 
did he not proceed to draw therefrom the most serious conclu- 
sions, and to put his deducti^ns into practice. 

The year selected by Dr. Ruy Barboso, 1886-1887, is par- 
ticularly inconvenient for comparativo purposes, the official 
valuations including 18 months for that particular year, and en- 
tail the necessity of reduction to the equivaJent for 12 months 
in order to serve for comparison with the valuations of the 
foreign customs. 

Duly corrected the real or intemational valué of exports, as 
presented in Dr. Ruy Barboso's foreign valuations, for 12 
months only of 1886-87, will be as follows : 
Dr. R. Barboso's estímate of valué of im- 
ports by Brazil gold Rs. 119.00O:000J 

plus freights and expenses 20 per cent " 23.800:000$ 

Real valué of imports for which Brazil is debtor Rs. 142.800:000$ 
Dr. Ruy Barboso's foreign estímate of exports gives for the 

U. StAtes Rs. 90.000:000$ gold, and for all other countries Rs. 

141.000:000$, total Rs. 231.000:000$ gold. 

With the necessary corrections for freight, etc., this gives : — 

Yalue of Brazilian exports to all countries 
except U. States gold Rs. 141.000:000$ 

Deduct freight and expenses 20 per cent.... 28.200:000$ 



Rs. 112.800:000$ 
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Add valué of exporte to U. States gold Es. 90.000:000$ 



Seal^ or intemational, valué of Brazilian 

exports i. ...gold Rs. 202.200:000$ 

Deduct valué of importa 142.800:000$ 



Excess of exports over imports goíd Rs. 59.400;000$ 

In lieu, therefore, of a balance in favbur of exports of 
Rs. 112.000:0001, which Dr. Ruy Barboso supposed to be the 
approxlmate expression of intemational trade with Brazil, the 
real excess of exports, is reduced to Rs. 59.400:000$, and though. 
this corresponda much more approximately with the excess f or the 
same period of local official valuations, when duly corrected, of 
24.949:276$, gold the difference between one and the other is 
still 80 considerable as to exact a special enquiry as to which 
is the more correct ; since any attempt to f ound deductions on 
unreliable statistics must inevitably destroy all their valué. 

In estimating the real valué of Brazilian importe and exports 
by the assistance of valuations of f oreign Customs, it is necessary 
to take into consideration the methods by which these valuations 
are effected ineach case; as it is chiefly due to the neglect of this 
important preliminary that the estimates of valúes of one country 
rarely correspond with those of another. 
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Merchandise Impcrted by Brazil from Great Britain 



The statistics obtained from Britísh Customs' Talnationsof the 
importation by Brazil oí British products are complete from 
tbe year 1865 to 1893, ^ilh the ezception of the years 1869, 
1870 and 1879, for which averages have been struck. 

The system of valuation adopted in England is as foUows : — 
The valuation of both importa and exporte of the United King- 
dom is aooording to the bilis of entry and the shipping bilis ; 
false declarations beingpunishable by fine. In the caae of imports 
the control of the customs' administration is a guarantee of the 
accnracy of the retums, but as regards exports merchants are 
only required to fnmish their declarations within a period of 
six days after the sailing of the vessel ; and the proof of accnracy, 
if proof be needed nrhere no dnties are paid and there is no 
advantage to be gained by misrepresentations, lies in the inspec- 
tion of the bilis of lading» The valuation of exports and imports 
is checked by the statistical office of the customs, where the of- 
ficials possess a knowledge of current valúes, and market reports 
and prices current are available to check any departures from 
acouracy in this respect. The important difference between the 
U. Eingdoms' and other systems is that the former shows the 
valúes at the time of import and export, whilst in most other 
countries the valúes are computed at the prices of a year, or more, 
before. 

For goods imported the practico adopted is to take the valae 
at the port of entry induding all incidental expenses up to land- 
ing on the quay. For goods consigned to the English market 
for sale, the market valué in the country is what is sought to be 
known and induded in the retnms, this is ascertained from the 
declarations made by importers, and is checked by expert know- 
ledge, price lists and market reports. 

For the exports, the valué at the port of shipment is taken. 
Importa from England by Brazil should correspond to the exports 
from that countr>, and their real valué, that is, the sum payable 
by Brazil to England on aocount of imported goods, will be the 
valuation at the port of shipment in England plus the cost of 
delivery aboard in a Brazilianport,which includes freight, loading 
insurance, and commissions. Fort charges and all other expenses 
after arrival in a Brazilian port, being payable in Brazil, do not 
f orm part of f oreign liabilities. 
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In order to arrive at the máximum rather than the mínimum 
cost oi deliyery, and in accordance with information ooUected 
f rom tatibiu imporlíng houses of differetit kinds^ íhe aterage^iost 
of 20 per cent, of the European valuationhas been adopted for all 
charges from the port of shipment to a Brazilian port. No doubt 
the average is high, especially for English goods, which being 
mostly of little bulk pay a low rate of freight j but, taking one 
country with another, this may be taken as a rate that is not 
likely to be exceeded^ and the resulting valuation of imports as 
the máximum; so that any modifications that might be in- 
troduced on a more oaref ul study^ are more likely to be 
favourable to the intemational credit (activo) than otherwise. 

The imports from Q-reat Britain are by far more important 
than thóse from any other country, and have for many years 
maintained great regularity. 



The Annnal average ralne of Importe from Gt. Britain; 
on qnay in English port : — 







IVCSSASB 


MOTSMEirT 


PKRIOD 


VALUÉ 


OE 


ov 






Decriabb 


EXCHA.KGE 


From 1865 to 1868 


gold Rs. 51.868:442t 




falling 


" 1871 « 1875 


" 66.083.4871 


+21.47„ 


nsing I 


« 1876 " 1886 


« 57.524:3711 


-14.9Vo 


falling' 


« 1886 " 1889 


*' 54.430:677$ 


- 5.67o 


tising 


'' 1889 " 1893 


" 71.067:279$ 


+30.57c 


falling 



The great increase that has taken pl&ce since 1889 is especially 
noteworthy, equivalent to 30 per cent, on the previous period, 
when exohange rose to par, because it will be found that this, or 
a similar increase^ is not peculiar to British imports alone, but 
extends to those from almost all other countries for this period. 
Ñor yet is it the effect of a spasmx)dic demand such as was created 
by the speculation of 1889-90, but of a continued and steady 
demand that in spite of exchange having fallen to the lowest rate 
it has ever reached, and of the consequent tremendous rise of 
the currency prices of all imported commodities, has been main- 
tained for 4 years without any indication, so far, of a reduction. 

The foreign valuation, of exports and, it is to be presumed, 
the oficial Taluation of imports also, coTers every description, 
■whether for govemment or prívate accotmt, and will, therefore 



- 89 — 

inclñde all the foreign expenditare oí the State fot purchase of 
'w&T or construction material, and official foreign pnrchAses of 
every description; tliese ítems, therefore, mnst be exduded 
from the goveniment expenditttre abroad when estimating tlié 
total valué of intemational payments (passívo), as otherwise 
they would be c<»unted twice over. 



Brazilian Exporta to Great Britain : — 





AVSBÁGE AHKÜÁL 


KATIO TO 


IHCBKA8E 


líOTEHEirr 


PBRIOD' 


▼JLLVE 


IMPOBTS 


OK 


Of 




OOLD 




DSCSEA8S 


BXGHÁMeS 


. 


Es. 








1865—1868 


60.798:5630 


117.2 Vo 


?. 


fálling 


1871—1875 


67.493:6301 


102.1 *»/o 


+ 10.0°/„ 


rising 


1876—1885 


54.279í087$ 


94.3 »/o 


—10.6 o, o 


falling 


1886—1889 


42.434:489$ 


79.9 •/• 


-22.8 7„ 


rising 


1890—1892 


37.665:623$ 


• 53.0 «/u 


—11.2 7o 


falling 



The valne of exports to G. Britain was greatest in 1871 -75J 
and sinoe that period hasregularly declined. Theaverage annnal 
valué in 1890-1893 shews a shrinkage of 44.1 per cent, com- 
pared with 1871-75, in spite of the reduction of English duties 
on ooffee and sugar, and of an increase of the population of 
the United Eingdom, by more than 29 per cent. I 

The duty on coffee in the ü. Eingdon is 14/ per cwt. or J^d. 
per Ib., equivalent to about 23 per cent, on the market valué in 
Brazil for 1894^,*taking *'i* Boa and 1* ordinaria" as the average 
quality. 

This exoessive taxation is undoubtedly the cause of the 
comparatively insignifícant consumption of this product in 
the U. Eingd<»n, which is less than that of any other European 
country, being only | Ib. per head per annum, compared with 
2} Ibs. per head in Franco, 8 Ibs. per head in the U. States, 13i 
Ibs. in Belgium, 14 Ibs. in Denmark, and 21 Ibs. per head in 
Holland! 

In compensation the consumption of sugar, which in England 
pajs no duty at all, is far greater than in any other country, 
being 73.68 Ibs. per head per annum compared with only 28.81 
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Ibs. in Germany) and still less in France and Italy, all these 
sugar producing countries. 

It is probable that a reduction of the exaggerated duty on 
coffee, which, has for years formed part of the English pro- 
gramme of a "f ree breakf asi table," would result in a very consi- 
derable increaee of consumption, and develope a new and Y.exj 
important market for this popular Brazilian product, at present 
regarded as a luxnry^ and yirtually excluded from the market 
by the inflnence of the duty. 

The negotiation of a oommercáal treaty with Q-. Britain with 
concessions as regards the duty on coffee would be highly 
advantageous to this country, and^ if met with similar conces- 
sions on this side might not^ in view of the declared intention 
to ultimately abolish all duty on coffee and cocea, encounter any 
insuperable difficulty. 

The excessive duty on coffee, if it accounts to a oertain extent 
for the absenoe of any positivo increase of exports to Great 
Britain, does not explain the abeolute and continuous decrease 
that has taken place since 1875, which must be due to other 
and independent causes, and can only be properly analysed 
with a fuU knowledge of all the circumstances. In all proba- 
bility, the eiqplanation will be f ound to lie in the f act that 
apaxtfrom the shrinkage inthe exportation of sugar, owing to the 
competition ofbeetroot, a considerable part of the decrease. is due 
to the growth of the direct importation of Brazilian products by 
other countries, especially Germany and Austria, that f ormerly 
received a great part in the shape of English re-exportations. 

Comparison of the British valuation of Brazilian exports 
with local current prices proves that these valuations, if they 
err, do so by rather under rating than over rating the valué of 
exports, as will be seen from the f ollowing table. 





coFnie 

EXFOSTED TO 
ORSAT BRITÁIH 

KILOS 


BRITISH VALUATiON 


MjIBKET 

VALUÉ 




£ 


Bs. 

^old 


PEE 
10 KILOS 
RS GOLD 


iv Rio 

FBB 
10 KILOS 

GOLD 


1886 
1887 
1888 
1889 
1890 


9.309.040 
15.314:283 
12.921:174 
19.480;931 
11.236:699 


493.463 
1.096.369 

492.555 
1.481.031 

852.158 


4.336:362$ 
9.692.291$ 
4.369.700$ 
13.164.385$ 
7.574.832$ 


4$712 
6$329 
3$381 
6$758 
6$741 


4$171 
b$761 

41901 
6$297 
6$270 




Average... 


5$580 


5$680 
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These figures, obtained fix)m a report of the Brazilian Cónsul 
in Liverpopl published in the * Diario officiaJ/ show that the 
average English valuation of coffee was actiially less than the 
market prices at Rio for 'i* hoa and !■ ordinaria' brands^ whioh 
may be considered as an average quality^ for the same period, 
even leaving out of consideration the cost of freight, duties^ etc. 

It may^therefore, be safely concludedthat British yaluations of 
Brazilian exports to England in general represent the minimnm 
and not the máximum valué due to Brazil on their account, 
from which have to be deducted the cost of freights and expenses 
estimated at the rate of 15 per cent, of the European yaluations, 
in order to obtain a fair estímate of this factor of the annnal 
intemational Credit (activo). 
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Imports and Exporté of Merchandise: Franca 



Impoets fbom France.— The data obtained relative to 
imports from and exports to France are complete, with the 
exception of the years 1868, 1875, 1876 and 1880, for which 
averages derived from flve previous years in each case have 
been struck. 

The French Customs divide exports and imports into 
"Special" and "General". "Special" exports are those of purely 
local production,whil8t the "General" include also re-exportation 
of all kinds. In the same way "Special" imports are those for 
local consumption, and "General" include those intended to be 
re-exported. It is with the "General" imports and exports that 
we have to deal. 

The system of valuation in France and in Belgium is similar, 
and is thus described by the "Moniteur du Commerce": — 

" A distinction is made between the articles subject to ad 
" valorem duties and other goods imported or exported. For 
" articles comprised within the former category the statistics 
" are compiled according to the valúes which have served as a 
" basis for the calculation of the duties. For other articles 
" a commission fixes the average valúes without reference 
" to placas of origin or destination. The official valúes com- 
" prise the initial prioe of the goods as well as the transport 
" and other charges to the frontier, but exelude customs' and 
" excise duties. 

" For the exports the prices are those at the place of produc- 
" tion increased by all charges up to the point of shipment. " 

In consequence of this system of a more or less fixed scale of 
valúes, which of ten remains unaltered for years, the reaJ prices 
of exports and imports will often not correspond with their 
official valuation, as will be ceen from the table showing the 
olficial valué of coffee imported by France from 1881-1890. 

Imports f^om France : French Yaluation on i{nay in France 





ATXSAeS íNSUAL 


ATSKAeS mifVAL 


MOVBMBST 




VALUS 

Bb. gold 


IMCBEABK 


OF 
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1865—1867 


25.945 : 500 




falling 


1869—1875 


24.232 : 660 


+ 1.2"/. 


rising 


1877-1885 


27.493 : 750 


+ 13.4V» 


faUing 


1886—1889 


27.991 : 429 


+ 1.8 7. 


rising 


1890—1893 


36.991 : 500 


+ 37.9-/- 


falling 
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The in^ortation of French prodacfcs by Brazil has been most 
uniform, with the exception of the period 1890-1893 dunn^ 
which the valué of importa from Franca took a great bou^d, 
inoreasiiijif at the rate of 37.9 per cent., compared with the pre- 
vioos period, a rate even greater than that of the increase of 
importe from Q-. Britain f or the same period, whioh was 30 per 
cent ! 

The regularity of the demand f or French goods, compared with 
those of other origin, is due to their different character and ap- 
plícation. Whilst the importa from France represent a regalar 
demand by the masa of consumera for articles which have 
beoome almost indispensable, auch as wines, a great part of the 
yalue of British importa into Brazil consista of material for con- 
struction of railways, etc., the demand for which ia capricious, 
and dependa greatly on the development of enterprise^ always 
more or less spasmodic. 

Exports to Franee, French yaluatien on board at a 
French port 





AVERAQK 
VALtr» 
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Bs. gold 




1865—1867 


18.250:100 




1869—1875 


19^593:820 


4- 6.2 


1877—1885 


30.324:819 


+ 75.8 


1880—1885 


39.264:076 


+ 27.8 


1886—1889 


39.109:747 


- 0.1 


1890-1893 


47.241:750 


+ 20.8 



The figures relating to exporta are not reliable except from 
1880 forwards, as there appears to be some doubt as to whether 
the statistics for previoua years, from which they have been 
derived, represent the apedal or general valuea. The leap of 75 >8 
per cent, in the period 1877-1885 would seem to indicate that 
thia is the fact. 

Limiting, for this reaaon, our obaorvation to the period aub- 
sequent to 1880, for which truatworthy data have been available, 
it will be obaerved that a notable increaae in the valué of exporta 
to France by Brazil has occurred, equivalent to an increaae of 
20.8 per cent, on the average annoal valué of the preceding ten 
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years 1880-1889, an increase which is common to nearly all 
other conntries except G. Britain and the Argentine Bepublic, 
and accounts to a large eztent f or the simultaneons increase in 
the general valué of importa. 



Comparision of Freneh Yalnation of Exports with 
Market Priees in Rio : — 
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5$789 


21945 


1883 


61.297.871 


89.373.195 


31.649 : 737 


51002 


31321 


1884 


57.029.549 


69.565.070 


24.556 : 469 


4$341 


4.?073 


1885 


58.739.040 


68.71Í4.677 


24.259 : 81£ 


4$254 


21930 


1886 


40.392.049 


60.993.000 


21.530 : 529 


51340 


4$171 


1887 


39.494.000 


81.752.578 


28.858 : 660 


7$307 


6$761 


1888 


34.326.000 


68.531.933 


24.190 : 772 


61838 


41901 


1889 


50.336.512 


111.813.657 


39.470 : 220 


71836 


6$297 


1890 


42.316.170 


97.097.191 


34.275 : 208 
Average 


8$099 


71746 




61013 


41704 



The average annual Frenoh valuation of imported coffee for 
the ten years, 1881-1890, is Bs.6|013 per 10 Míos, whilst the 
average market price in Bio for the same period does not exceed 
4$704, gold per 10 kilos ; deducting 15 per cent, from the Prench 
valuations for Brazilian export duties, freight and expenses, 
the valuation will be reduced to 5|112,which is stiU 15.1 per cent, 
higher than the correspondí ng market valué at Bio. 

It may therefore be concluded that the French valuation of 
Brazilian exports is generally excessive, and does not represent 
the real valué receivable by Brazil, and, therefore, that some 
deduction should be made in order to arrive at a correct estí- 
mate of the annual assets (activo) of the country. 



► .5|f.-. 



— 95 — 



Brazilian Imports and Exports : Germany 



Of all the statistics collected none are so unsatisfactory as 
those relating to trade with Germany, except f or the period 
posterior to 1886. 

No reliable information has been obtainable relative to the 
trade betweea Brazll and Germán ports other than Hamburg. 
Consequently, this analysis is incomplete, and has been ne- 
oessarily confíned to the examinatíon of the valué of exports 
and imports for that port alone. 

The statistics relating to imports from Hamburg by Brazil 
are complete from the year 1886 forward, but-previous to that 
date the data presented have been calculated by comparison of 
the ratio of the yalue of imports to that of exports in subsequent 
years, aud by comparisoh of their relative weights. 

The Germán oficial statistics published relative to importe by 
Brazil and other S. American C3untrie3 from Hamburg previous 
to 1886 give only the weight of the goods shipped and not the 
valué ; by comparison of the relative weighfcs of the exports and 
imports of the period previous to 1886 with those of the later 
periods an approximate estímate may be gathered of their real 
valué. 

The estimates of valué of imports from Hamburg may be con- 
sidered as correct from 1886 to date. 

As regards exports from Brazil to Germany the data obtain- 
able are more satisf actory, no use having been made of averages, 
for the years previous to 1872. 

The absence of satisfactory and sufficient statistics undoubt- 
edly favours the Debit side of Brazilian intemational engage- 
m^its, as -were they precise the excess of . the valué of Brazilian 
produce exported to Germany over that received, or imported 
from that country^would be stiU greater ; and, consequently, the 
tendency of any correctíons or enlargementsof these statistics 
that may result from fuUer and better information, can only be 
to favour more the already f avourable balance of trade between 
Brazil and Germany, and, consequently, also the general Credit 
account (activo) of the country in its intemational relations. 
- In respect to the system in vogue for valuation of imports and 
exports in Germany M. Picard states in the "Moniteur officiel 
duCommerce" (1893) that:— 

"It is in Germany that statistics appear to be compiled upon 
the mo3t roliable baiis of valuation. For eaoh arfcicle in the cus- 
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toms classiñcation the average valué is fixed annually nnder the 
direction of the Imperial Statistical Office by a commission of 
experta in taoch with Ckiuaibers of Commeree, leadingmerchants, 
etc. The valuation of importa and exporta are diatinct, and the 
pricea fixed are thoae of the gooda the moment they croaa the 
frontier. In the caae of importa neither the cuatoma duties ñor 
expenaea of tranaport, aaaurance, etc. paid to Germán commiaaion 
agents f rom the frontier tí> destination are included. 

In the caae of exporta account ia taken of all expenaea up to 
the point of ahipment, but export duties are exeluded aa well aa 
drawbacka or bountiea on exportation." 

Thia ayatem haa the drawback of not taking into aufficient 
account the oacillation of pricea between the annual fíxing of the 
atandard valuea, aa alao occura in France and other countriea, 
with the exception of Or. Britain, U. Statea and Portugal. 



Oíñcial Germán yalaation of Brazilian Trade: — 



1870-1875 
1876-1885 
1886—1889 
1890—1893 



EXPORTS Br 

Brazil to 

UAHBUlca 



26.067:600 
27.380:042 
35.123:040 
54.458:220 



AVirVAL 

A VB B AOK 

IirCKKASK 



1.2 % 

1.2 «>/o 

28.2 «/o 

55.0 o/„ 



IMPOKTS BT 

fiRAXIIi FKOM 

HAVBUKa 



20.394:017 
32.830:627 



60.9 % 



The increaae of exporta during the period 1890-1893, compared 
with the previoua period, haa been at the rate of 55 per cent., 
exceeding either that of G. Britain or Franoe for the aamo 
period, whilat that of exporta has alao increaaed 60.9 per cent., 
or in an almoat idéntica! ratio. The ratio of the vaJue of importa 
f rom Hamburg to that of exporta by Brazil to Hamburg waa 
58 per cent, in the period 1886*1889, and roae only to 60.2 per 
cent in 1890-1893, the average annual balance of trade with 
Hamburg during thia period yielding Ba. 21.627;693| in favour 
of Brazil, and would be atill greater were the whole particulars 
of the trade included for Bremen and other porta. 

The fígurea relative to Brazilian trade with Germany may, 
therefore, be accepted aa the leaat favourable eatimate of the 
balance over in favour of Brazil between the two countriea. 
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Comparíson of Germán Yaluations Mith fiio prices : • 





WBIQHT OP COFFEB 
XXPOBTKD 

To Hambuko 


YALVATIOV 

HAMBrsa 


VALÜATIOV 
PKB 10 KILOS 


MABKET 
PKICE BlO 




kilos 


Bs. gold 


Es. gold 


Es. gold 


1889 


79.042.300 


48.067:346 


61000 


63297 


1890 


51.422.700 


39.208:308 


71620 


6$746 


1891 


69.249.900 


46.207.288 


61673 


5$171 


1892 


102.111,900 


54.388:734 


51326 


4:161 


1893 


88.275.900 


52.666:895 


51965 





The Germán valuation is 114.4 per cent, of the market valué 
in £io, and deducting 15 per cent, for freight, duties, and 
expenses, corresponds very nearly with the latter. 
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Beigíum 

The data obtainable relative to ímports from and exporta to 
Belgium are, previons to 1879, very defective, and a too liberal 
use has been made of arerages to make the result of any great 
valué for basing conclusions. From 1873 to 1879 the annual 
retums are likewise unsatisfactory, and appear to give the 
"Speoial" valuations only, and not the "general". From 1887 to 
1891 the statistios are complete, and from them averages have 
been obtained for the computation of the years 1892-1893. 

The only periods for whioh positive deductions can, therefore, 
be drawn are those comprised between 1887 to 1889 and 1890 
tol891. 

The system of valuation is similar to that employed in 
France. 

Belgian Yalnation of Brazilian Trade!:— 



1886-1889 
1890-1891 



AVirUÁL ÁVSBIGE 
XXPOSTB 

TO Belgium 



Bs. gold 
10.948.6481 
14.402:0071 



IirC&SA.8S 



▲KITÜAL AYEEAOl 

IMF0ST8 BT BRASIL 

rftOM BELGIUM 



32.4 »/• 



Bs. gold 
15.227:213$ 
23,132.1401 



51.9 o/o 



In this, as in the preceding cases, a considerable increase of 
both exports and imports has occurred in 1890-91 compared 
with the three previous years, but the increase of imports is 
19.5 per cent, more than that of exports from Brazil to Belgium. 



Ck>mparÍ8on of Belgian yalaations with Brazilian prices:— 




COFTEB 

bxpokted to 
Belgium 


VALUÉ 


XQUivALurr 


PXB 10 KILOS 


MARKXT 

mox 
iir Río m 

10 KILOS 


1888 
1889 
1891 


kUos 
21.851.000 
19.955.000 
20.292.500 


francs 
34.101.000 
37.919.009 
39.002.209 


Bs. gold 
12.037.653 
13.365.407 
13-767.779 


Bs. gold 
51633 
61707 
61784 


41901 
6$297 
51171 




191124 


161369 



The average Belg'an v^uation of coffee imported from Brazil 
IB, therefore, for the years 1888, 89, 91 at the rate of Es. 6$875 
gold per 10 kilos, -whilst the ayerage market price is Bs. 5$456 
for the same period ; deduoting 15 per cent, from the official 
Talnation for freight and expenses the balance Bs. 5|410 will 
repre6<»t the equivalent of the Belgian valnation of ezports from 
Brazil abnard in a Brasilian port, and oorresponds very closely 
with the market price. 

Consequently Belgian estimates of the valué of imports and 
ezports may be regarded as fairly representing their trae 
chanoelling yalne. 
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Portuga I 



The exports and importa to and f rom Portugal have ezhibited 
more regularity and lesa osoiUations than any other. 

The system of valuation is similar to that employed in 
England. The statistice relative to tbe importa from and 
exporta to Portugal are complete from 1867 to 1890 with the 
exception of the years 1883 and 1884^ for which ayerages haré 
been struck, as also for 1891 to 1893. 



Portngnese yalnation of Brazilian Trade : — 





JLVVVkJj AVERIGB 

IMPORrS r&OK 

FOBTUG4L 


INCRBA9B 

AND 
DXCKBASI 


A9NÜAL AVBaAGB 
EXPORTS TO 

Portugal 


IirCREABR 

AND 
DBCRBABB 




potrruGüKsv 

Bs. gold 




PIRTUGUBSR 

Es. gold 




1867-1869 


5.827:779$ 




5.844:007$ 




1870-1875 


7.221:819í 


+23.9 ./. 


5.622:650$ 


— 3.7 •/. 


1876-1885 


8.904:948$ 


+21.9 •/. 


4.391:360$ 


-21.9 7. 


1886—1889 


8.526:831$ 


- 4.2 V. 


3.982:684$ 


-9.3 7. 


1890 


10.830:006$ 


+27.0 ./. 


3.937:843$ 


— 0.1 •/. 


1890—1892 


12.093:638$ 


+41.8 7- 


3.993:355$ 


+ 0.3 7. 


1893 


15.200:419$ 









The importation of Portugaese products has increased 46.3 
per cent, from the period 1867-1869 to that of 1886-1889. This 
increase, with the exception of one period of three years 
(1886-1889) when there was a decrease of 4.2 per cent., being 
extremely regular, corresponding to the regular demand of 
an increasing population. The greatest increase is that of the 
year 1890, importa from Portugal having increased 27 per cent, 
in that year, in common with all others, compared with the 
average valué of the three previous years. 

The aituation aa regarda the exportation of Brazilian produce 
to Portugal ia not so aatiaf actory, and revéala a ateady decreaae 
equivalent to 31.8 per cent, aince 1867, and no increase even in 
the year 1890, but merely a diminished rate of decreaae, although 
this year marks an increase of exporta to nearly every other 
country, except G. Britain. 
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To such a result, undoubtedly, the differential daties in 
favour of colonial produce oontribute. The total consumption of 
coffee in Portugal in the year 1890 was 2.340.912 kilos of which 
only 38.453 kilos were imported direct from Brazil; of the 
balance 2.284. 124 kilos proceeded from the Portuguese coloniesj 
and the rest from various other countries. 

The duty recovered on foreign coffee is Es 0$150 (Portuguese) 
per kilo, and that on the colonial product only Es 0$080, or little 
more than balf, and acconnts for its greater consumption. 

The con&umption of coffee in Portugal does not exceed i Ib. 
per head per anünm, and appears, according to the customs' 
returns for 1889, to be even less than in England and in 
YÍew of the colonial competition, is scarcely worth any special 
attention. 



-♦*í$í»' 
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Austria 



Statistics relative to the valué of exporte and importa to and 
f rom Austria are very inoomplete and can only be regarded as 
comparative previoua to the year 18 33. From that date f orward 
the data are complete to 1893. 

Áustrian Taluation of Brazilian Trade 





IMPORTS BT BrAZIL 


BXPOBTS TO BrAZIL 




ANNUAL AYERAGE 


ANNUAL AYERAGE 




Bs. gold 


Bs. gold 


1882 -1885 


1.210:526 


17.016:091 


1886—1889 


2.989:809 


19.037:749 


1890—1893 


2.468:864 


24.038:369 



The valué of imports from Austria has always been insignifí- 
cant but shows a considerable increase in 1886.1889, chiefly 
in bread-stuffs. If this was not continued in 1890-1893 it was 
due to the reciprooal treaty with the U. States, that gave a 
great impulse to the importation of American flour, at the cost of 
that of other countries. 

The valué of the average annual exports of Brazilian produce 
to Austria has increased, siuce 1883-1885, 40.3 per cent. 

The figures relative te the ezport of Brazilian produce 
previous ta 1893 have been compiled from returns of the port of 
Trieste only, and, therefore, if made use of at all, must be 
taken to represent a minimum valué subject to correctíons, 
that could onjy be iavourable to the balance of Brazilian 
trade. 
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República del Uruguay 



The statistics relative to the trade between Brazil and the 
Uruguayan Eepublic are complete from 1879 to 1894, with the 
exception of the single year 1876. 

Uraguayan Taluation of Brazilian trade 1872-1894 





ANNÜÁL 

▲VKRÁ&B VALÜK 

Or PRODUCB 

IKPORTRD BT 

bba.zii. frou 
Uru&uat 


ÁNHÜÁL 
▲YKSAaS 
IirCKXA.SE 


ANNUAL AVXRIOE 
VALUÉ OF EZPOST8 

FROU Brazil 

TO 
ÜEUeUAY 


AiriTüAL 

A V ER AG X 

IVCSXAHE 

OK 
DKCKXABE 




Es. gold 


per cent. 


Es. gold 


per cent. 


1872—1875 


3.049:770$ 




3.556:134$ 




1877—1885 


6.583:025$ + 


105.8 


4.114:144$ 


+ 16.30 


1886-1889 


7.456:103$+ 


32.0 


3.890:482$ 


— 5.4 


1890—1894 


9.847:193$+ 


32.0 


3.419:473$ 


— 12.1 


1872 


2.766:542$! ^450.0 
15.196:076$ i 


3.512:978$ 


I + 4.6 


1894 


3.676:104$ 



The development of the consumption by Brazil of Uruguayan 
produce has been uninterrupted, the annual average valué rising 
from Es. 3.049,770$ in 1872 to Es. 15.196:076$ in 1894, an 
increase of 450 per cent 1 

On the other hand, the increase in the consumption by Uru- 
guay of Biazilian produce has been almost inappreciable, having 
risen only 4.6 per cent., from Es. 3.556:134$ in 1872 to Es ; 
3.676:104$ in 1894, and, with the exception of the increase of 16.3 
per cent, in the period 1877 to 1885, always in a diminishing 
ratio. 

This want of reciprocity in the interchange of mutual pro- 
ducts must be the result of one of two altematives; either the 
consumption of]Brazilian produce satisñes the máximum demand 
f or goods of their class, or the competition of similar products 
imported from other countries interoepts a part of the trade that 
should, on reciprocal grounds, rightly correspond to Brazil. On 
the other hand the Eiver Píate countries themselves command 
a disproportionate share in this market f or their own produce^ 
a share that the natural advantages of locality andproximity, as 
well ^ of liberal tariffs transform into virtual monopolies. 
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The following particulars relativo to the valúes oí the most 
important artdcles of importation and exportation have been 
eztraoted ñx>m the "Anuario Estatistico de la Bepublica del 
Urufjuay" for 1893. 
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Analysiiig these retums we fínd that three of the most 
important branches of ürnguayan exporta are absolutely 
dependent on Brazilian markets for a sale of their products; 
which absorbed^ in 1892, 82.9 per cent., and in 1893 81.0 per 
cent, of the whole valué exported, a great part of which wonld 
not have found a market elsewhere! 

Separating the difíerent classes we find that BrazÜ took 
nearly the whole of the live stock exported, 94.9 per cent., in 
1892, and 98*2 per cent in 1893; of the Xarque (dried meat) 
exported Brazil took 76.6 per cent, in 1892, and 74.8 per cent, 
in 1893, which would have been otherwise nnsaleable. Of 
the cereals and their products the Brazilian consumption 
represented 64.6 per cent, of the exports in 1892, and 83.8 per 
cent, in 1893. 

Part, at least, of this excessive importAtion might have been 
easily avoided and substituted by the products of National 
industry, which only requires sufücient protection to compén- 
sate the greater natural advantages enjoyed by the B. Píate in 
order to snccessfully compete wit-h their old-time riyals iñ the 
production of as much Xarque as the markets now consume. 

The departure, in this instance, from the general policy of 
protection to National industries, in favour of the products of 
countries that take little in exchange, is peouliarly prejudicial 
to the interests of the whole important State of Rio Grande; 
and though intelligible as an indicatlonof a wholesome conversión 
tofree-trade principies, constitute an irritatisg anomaly under 
the existing system ! 

The dried meat or Xarque industry is of vital importanoe to 
the State of £io Grande ; on its continuation dependa not only 
the prosperity of the industry itself, but that of the whole 
State ! The abandonment of this industry, which seems not impos- 
sible, would be f ollowed by its transfer to the Biver Píate, which 
would then have no competitor. £io Grande cattle, consequently, 
f ailing to fínd a local market, must be sold at whatever príce 
they could obtain in the already over supplied markets of 
ürugnay. The increased supply of cattle in the Uruguayan 
markets would lower pnces, and possibly the price of Xarque also, 
thongh this is not so certain, as the B. Píate producers would 
then command a monopoly, and by interoombinations could fix 
the rate of prioes as they pleased. Any advantage therefore, 
that Brazil at large might secure by such a fall in the pnce of 
Xarque would be attained only at the cost of an integral part 
of the oountry, and of the saciifíce of the State of B. Grande f oí 
the benefit of f oreigners. 

Tl^e absoluto dependenoe of the prosperity of the Stc^te of 
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Bio Grande on its pastoral industry, and the degree to which it 
must be affected by a failure or suspensión of the Xarqueadas 
may be ^uaged by the following table showing the annoal 
movement of exports for four years. 



Total Talneof Exports from the State of Bio Grande 





1883-1884 


1885-1886 


1887-1888 


1888-1899 


Ox Hides 

Dried m^at, Xarqae 
Grease 


Bs. 

6.422:326$ 

5.531:102$ 

597:206$ 

837:903$ 

8.890$ 
39:927$ 

127:267$ 
13:596$ 
16:307$ 

115:320$ 

164:011$ 


Bs. 

7.309:948$ 

5.018:948> 

610:811$ 

908:241$ 

93:475$ 

51:438$ 

91:845$ 

17:428$ 

20:865$ 

120:216$ 

211:8815 


Bs. 

6.446:530$ 

4.917:772$ 

516:845$ 

729:491$ 

89:965$ 

27:396$ 

89:096$ 

19:192$ 

40:720$ 

169:772$ 

179:754$ 


Bs. 

5.733:839$ 

8.297:837$ 

461:073$ 

629:344$ 

94:073$ 


Tallow 


Homij............. 


Hidecuttings... 
Tongues 


24:576$ 
106.544$ 


Neats foot oü... 

Bones 

Tanned bidés.... 
Boneash 


12:860$ 

49:240$ 

195:519$ 

115:878$ 


'Saladero SxportB".... 
Other Exporta 


13.873:855$ 
4:172:763$ 


14.454:5831 
3.896:421$ 


1.3226:5034 
5.036:842$ 


15.720:783$ 
3.812:523$ 


Total Exports... 
hkám Sipcrta 


18.046:618$: 18.351:004$ 
76.8% i 78.8 -/o 


18.263:345$ 
73.4 % 


19.533:306$ 

81.3 «>/o 



The total ^alne of all exports from the State of Bio Grande 
including those to other parts of Brazil, for the four years 
1883 to 1889 amounted to Bs. 74.194:273$, of which Bs. 57,275:724$ 
consisted of the products of the Xarqueada industry, equiralent 
to 77.1 per cent, of the whole. 

What, then, would be the prospeots of this important State if , 
by reason of the excessive competition of other more favoured 
conntries this industry, the prop and mainstay of its trade, 
were to f ail ? 

The continuation and prosperity of the Xarqueada interest has 
also a deep national and political signifícance, and may be relied 
on, when other interests fail, to attach or secure the retum of 
this somewhat arrogant State to the Union. Where, the separa- 
tiste, if any exist, will explain, is Bio Grande to find a market for 
its Xarque and cereals, which with their by products oonstitute 
77.1 per cent, of the whole valué of exports, except in Brazilp 



— 107 — 

And how can it expect, or hope, to compete with its invetérate 
rívals of the Eiver Píate when separation v^ould only still f urther 
aggravate the existing difficulties of competition^ by destroying 
the only advantage it yet preserves— the exemption of its pro- 
ducts from import duties — so long only as it continúes to form 
an integral part the Bepublic ? 

The actual (1894) duty imposed on Xarque imported from the 
Eiver Píate is only £s. 0$060 per kilo, and cannot be regarded as 
sufficient compensation for the natural advantages of better 
ports and Communications, as well as cheaper freights enjoyed 
by its rívals of the Biver Píate. 

Any increase of the duty on Xarque would only imply a 
corresponding rise in príce, if by that means the demand largely 
exceeded the quantity that could be supplied by Bio Grande 
alone, and if the Biver Píate supply were sensibly afíected 
thereby. 

The pnce of cattle in the B. del Uruguay must fall by the 
equivalent of the duty, and consequently would realize better 
pnces and be sold in Bio Grande in preference. The Bio 
Grande Xarqueadas, in oonsequence, would require to ad- 
vance pnces only sufficient, to compénsate the advantages of 
freights, etc., enjoyed by their competitors, whilst local com- 
petition and the productionof the Biver Píate, always in exoess of 
the demand, would be sufficient guarantee against an exorbitant 
rise of pnces. 

In this case it appears possible that an increase of duties 
would really result in the desiderátum oí taxing foreign 
imports with an inappreciable loas to consumers, whilst the 
advantages gained would be considerable. In addition to the 
impulse to an important national industry and the retention 
of its profits in the country, a considerable gain would be 
realized by the economy of freights, as ^the Xarque would be 
mostly carríed in national bottoms, whilst if imported the equi- 
valent would be paid to foreig^ers. 

It Í8,however, probable that the Biver Píate would not consent 
to lose such an important and indispensable market for the 
products of one of its most important industries without sóme 
efíort, and would be inclined to make great concessions to pre- 
serve it. 

If, theref ore, a greater degree of reciprocity could be secured 
by raising the duties on foreign Xarque, and the market for 
Brazilian exports be thus extended, nothing but benefít can lesult 
from the experíment ; as, if it fails to aecure the object in view, the 
loss, whatever it may be, will fall much more heavily on the 
foreign producer than on the home consumer ! 
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Extract from the Anuario £sf atistico of Uruguay relatiye 
to the chief articles imported from Brazil. 





1892 


■ - - 


1893 




W3 

ií 

M 


m 

" « ►a 


Eh P^ |J ^ 


5 

í - 

o ^ 


n 




Spirits of wiue 

Farinha mandioca.. 
Pea nuts 


$gold 
8.206 
1.172 
2.076 
3.721 

184.209 


f gold 

186.686 

1.172 

2.076 

6.8U 

189.098 


f ffold 
1.6 % 
100% 
100 % 
64.6% 
97.4% 


$ gold 
2.096 
1.068 

3.248 
206.641 


goldf 
206.607 
1.068 

6.606 
219.604 


% 

100% 


Cocoa 


49.8% 
94.1% 


Ooffoe 






lfS.474 


334.743 


98.8% 
100% 


213.043 

782.486 
119 


433.674 

797.827 

119 

797.946 




Prepared yerba 
mnte 


708.917 
3.387 


720.684 
3.337 


98.2% 


ÜDppepared do. . . . 


100 % 




712.264 


724.021 


98.2% 
0.02% 
100% 

1.4% 
26.6% 

3.9 51 
100% 
100% 


782.644 


98.0% 


Cigars 


3 

11.171 

42 

51.061 

276 

121 

104.664 


10.126 

11.171 

2^70 

194.679 

7.051 

21 

104.664 


4 
13.974 

41.602 

68 

122 

78.770 


11.600 

14.036 

3.267 

159.210 

10.160 

122 

72.082 


0.03% 

100% 


Tobacco pichuá 

SnufF 

Tobacco in leaf 

Prepared tobáceo... 
Do black fcobacoo ... 
Black tobáceo in leaf 


Total tobáceo 


167.338. 


330.682 


60.6% 


136.737 


270.376 








Btarch 


186 
68.913 


31.110 
1.263.400 


0.5% 
4.6% 


30 
46.437 


29.274 
1.284.716 




Sugfar 


4.6% 




Total 


11.293.667 


2.673.866 


42.2% 


1.177.791 


2.816.684 


41.9% 





The articles that appear to have almost reached their maxi- 
mtim development are farinha de mandioca^ of which the whole 
amount imported proceeds from Brazil, as also oil of the amen- 
doim, herva-matte, 98 per cent, of which is of Brazilian origin, 
as also is94 to 97 per cent of the coffee consnmed. It is therefore 
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useless to expect any great development in the consumption 
oí these products, ezcept such as will result f rom the gradual 
increase of population^ and attention BJbould be concentrated 
on securing better tenus f or the following, all of which are 
largely consumed : 

Ist. Sugar, the total consumption of which amounts to 
1 1.253.400 per annum, of which large sum Brazil only secures 
4i per cent., the principal sources of supply being England, 
France, Italy and Germany. 

2nd. Tobacco and itB products, of which the Brazilian share 
is only 50.6 per cent. 

3rd. Almidón or Staroh, Brazilian exports being 0.5 per cent. 

4ch. Cocoa, Brazilian exports 49.8 to 54.6 per cent. 

By means of a commercial treaty or of an increase of the 
duties on Xarque, undoubtedly, the market for these four Bra- 
zilian exports might be considerably extended, both in the 
Urugfuay and in Argentina, where precisely the same coñdi- 
tions obtain ; but where any concession relative to a reduction 
of the duty on Sugar is more likely to encounter opposition, 
on aocount of protection to the local industry. 

The total valué of the Brazilian share of all the above 
ennumerated products, for the years 1882-1883, does not exceed 
42 per cent, of the total comsumption. 

The same notable increase of imports by Brazil during the 
period 1890-1894 is obseryable in relation to Uruguay as to all 
the previous countries. 
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República Argentina 



The statistics relative to Brazilian trade are complete from 
1879, with the exception of the years 1882 and 1894. 

Árgrentine yalnation oí Brazilian trade: — 





IMPOBTS rSOM 

Bbazil 

BT ÁBeKKTIHÁ 


ÁNSÜAL 
IirCBEASE 


AVirUAL i.VXBAeB 
XZPOBTS TO 

Bkazil 

BY ABeXKTINÁ 


urBVÁi. 

DSCBXABB 


1879—1885 
1886—1889 
1890—1894 


Bs. gold 

3.351:484$ 

5.444:881$ 

15.634:443$ 


% 

+ 62.4 
+187.0 


Rs. gold 

4.414:417$ 
4.308:984$ 
3.578:714$ 


% 

— 2.4 
—16.9 


1879 
1894 


6.012:830$ 
19.642:942$ 


■+226.6% 


4.083:546 
4.145:741 


[+ 1.5% 



Precisely the same causes that have produced the lack of 
reciprocity in the E. del Uruguay likewise opérate in Argentina; 
and the same remedies indicated to rédress thia ;want of equili- 
brium in Uruguay would, in all pirobability, produce here still 
more benefícial results, as the Argentine market is much the 
more important and can absorb far greater quantities of 
Brazilian produce. To open out these markets should, therefore, 
be an object of solicitude to the govemment. 
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The increase in consumption of Argentino produce since 1889 
Í8 enormous for all 'exporte except Dried Meat (xarque)^ Com (mi- 
Iho), and Hay (alfalfa), that of wheat having increased 11.188, 
flonr 4705, and live stock 1604 "/o. 

The increase of their valué is not so great owing to the almost 
uniform fall of prices since 1889, but even so averages 84.3 <^/o 
of the whole exports to Brazil. The increase of importation of 
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Argentine produce is greater than that of any other country f or 
the same period. 

Let US now see wbat Argentina takes in retunu 

Brazilián produce imported by Argentina : — 



Yerba mate (P. tea) 

Ooffee 

Tobacco 

Silgar 

Manioc flonr (fariña) 



1889 


1894 


XIX.08 


KILOS 


10.312.020 


9.636.364 


1.699.779 


2.172.813 


1.262.688 


í 66.757 


2.186.311 


iriL 


f01.«7 


144.705 



1889 


1894 


$60L]> 


$ GOLD 


3.031.292 


1.111.466 


490.998 


616.723 


481.582 


79.227 


354.989 


KIL 


(1890) 40.072 


7.234 


216.379 


166.329 


2.614.S62 


1.980.468 



limase 

o/o 

4- 7.7 
+ 25.4 

- 83.3 
100»A 

-78 „ 

- 22.7 

- 26 °/o 



There has been a regular decline in every class of import, 
whether estimated by quantity or valué with the exception of 
Yerba which increased 7.7 "/« in valué consumed^ and of CofFee, 
25.4 */o. The consumption of Brazilián sugar fell from 2.185.311 
kilos in 1889 to nil in 1894, and that of tobáceo from 1.252.688 kilos 
to only 265.757. The cause of the shrinkage in Brazilián imports 
is unquestionably the result of protective and prohibitory duties. 

To combat this tendency of the Argentine and Oriental Be-- 
publics Brazil should preserve absolute independence of action 
as regards its fiscal policy; as it is quite possible that, without 
raising the prices of articles of prime necessity such as consti- 
tute the greater part of Argentine export to Brazil, a renewal 
of the reciprocity policy with the U. States or some other 
produce exporting country might induce theEC Sepublics to 
comprehend that Brazil is their best and most advantageous 
customer, whose good graces it is a vital matter to conciliate. 

In 1880 Argentine exports to Brazil represented 3.4 **/o of the 
total to all countries; 6.1 °/o in 1889 and 13.7 •/« in 1884, being 
now the third in rank and only less than those of G. Britain 
and Franoe. 

Imports from Brazil represented 5.4 ^/o of total imports in 
1880, 1.6 «/o in 1889, and 2.1 % in 1894. 

Argentine duties on the importation of Brazilián produce 
averages 48.8 ^¡o whilst on general imports it is only 28. °¡o . 
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Unifed Siaies of America 



The United States is the best of all customers for Brazilian 
produce, taking 60 per cent, of the whole exports, whilst Bup- 
plying comparativelj little in ezcliange. 

The statistics relativo to this trade are complete from 1883, 
with the exception of the years 1869, 1873, 1775 and 1878. 

No system of valnation of exporta and importa could well be 
worse than that employed in the U. States, but especially for im- 
porta, or more calciilated to mislead and deceive the incantions. 

So defective, indeed, have these valnations become of late 
years, since the adoption of the M'Kinley tariff and reciprocity, 
as to completely destroy their valué except for experta that 
possess the special knowledge necessary to detect errors, and 
sufficient information to correct them ! 

The annual rei)ort of the Burean of Statistics for 1890 states 
that — " The valúes of imported articles in this report are thoee 
" which they bore in the markets of the f oreign countries from 
" which they were imported. The act of March 1883, excluded 
" from the dutiable valué the foUowing cost and charges, 
" which prior to that act had formed a part of the dutiable 
*' valué on which valuations are based. 

" The cost of transportation, shipmeut and transhipment with 
" all the expenses included from the place of growth, production 
" or manufacture, whether by land or water, to the vessel in 
" which shipment is made to the U. States j the valué of the 
" usual and necessary sacks, orates, boxes, and covering of any 
" kind in which the merchandise is contained: commisaion at 
" the usual rates, but in no case less than 2J •/„, and brokerage, 
" export duty and all other actual or usual charges for putting 
" up, preparing, and packing for transportation or ahipment." 

" Under this system of valuationt he valué of imported com- 
" modities landed on our whar^es is less than their actual cost 
" to the importer by the amount of the above costs and charges 
" and the cost of f reight on the goods from the last foreign porfc 
" whence they were shipped to the U. States. Theitem off reight 
" from the last foreign port of shipment to the U. States, how- 
" ever, haa never been included in the dutiable valué. 

" The difference in the methods of valuation of importa ahould 
" be conaidered in any comparison made between the official 
" valúes of importa of merchandiae for the yeara prior to July 
" 1883, and for the yeara aubaequent to that date. The valúes 
" ahown in the atatements both of general and apecial importa 
" are mainly valuea of the commoditiea prior to appraisement; 
" that i8,the valuef^ as phown by the invoicea prior to liquidatioii 
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" of entries. The foreign export valúes or those of re-ezports is 
" the valué they bore in the foreign markebs, in other words, 
" their imporfc valué. The valué of exporta of domestic mer- 
" chandise (speciale) is their market valué at the time of 
" exportation in the ports of the U. States, whenoe they are 
" exported to foreign countries." 

In oonsequence of this peculiar systensí officlal valuations do 
not represent either the true amouut payable by the United 
States to foreign countries ou aocount of importa, whioh ia lesa 
than what is really due by the cost of f reights, and aubsequently 
to 1883 also by the cost of the chargea already enumerated; 
ñor yet the real valué receivable by the U. Statea from other 
countriea on account of exportation of domestic producta, which 
ia also lesa than the true valué by the difference between the 
market valuea and total coat in the port of ahipment, including 
commissiona, brokerage, packing, and ahipment expenditure, but 
not freight, to the foreign country. 

Conaequently, the diacrepancy )is greater in the valuation of 
imported merchandise. Such valuationa can be ]of little ^alue 
in estimating the excess of exporta or importa without fírst 
taking theae discrepanciea into conaideration, and making the 
neceaaary correctiona and additions to the relative valuea, which 
would then aenaibly modify the favourable balance that exporta 
have exhibited ia the United Statea, eapecially aiiice 1890. 

Mr. Bateman,the representative of theBritiah Boardof Trade, 
at the meeting of the International Statiatical Inatitution at 
. Chicago in 1893 reporta that: — "The American ayatem of valuing 
importa at the port where the gooda were shipped, and thua 
excluding freighta, waa aeverely criticized as giving a wrong 
impreaaion of the valué of the importa and thua vitiating the ao- 
called 'balance of trade.' Another aerioua error in the U. Statea 
trade accounta haa lately been diacovered by Mr. Ford, manager 
of trade atatistics at Washington. 

" It appeara that^ree importa auch as ooffee, augar, etc., from 
Brazil have been valued at the par valué of their currency, 
although thia haa been much depreciated. By thia arrangement 
the trade with Brazil since the M'Kinley act (and reciprocity) 
appeaia nearly doúble what it a^stttally is !** 

Statiatics compiled in auch a faahion must undergo a aevere 
acrutiny before they can be of any practical valué. 

The f oUowing table showa the correctiona neceaaary to reduce 
the nominal valué of the official American valuationa of Brazilian 
exporta for 1891-1892 to their real gold equivalent. 

Aeeording to the retums for 1890 (the laat to hand) the impor- 
tation of Brazilian producta in the U. Statea aubject to dutiea was 
3 % of the whole. Three per cent, of Brazilian exporta to the 
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U. States mtist, therefore, be estimated at its nominal value^ which 
cjorresponds with the real, and the balance of 97 per cent, reduced 
to gold at the average current rate of ezchange ; this, added to 
the 3 per cent, valué of dutiable exporta, will then give the real 
valué of thelJ. States valuation of Brazüianexports. To this must 
be added 12 per cent., to cover charges from date of purchase to 
delivery on board, and the total will represent the real intema- 
tional valué of Brazilian exports to ü. States for 1891 and 1892. 
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For the two years 1891, 1892 the real or nett valué of Brasilian 
exporta to U. States, 221.252:119$ represents, therefore, only 60 
per cent, of the nominal valuation 368.805:601$ of the U. States 
department. 

The notable decrease in the official valuations of Brazilian 
exporta for 1893, which have fallen from Bs. 216.743:395$ in the 
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previous year to Es. 145.208:451$, as also the reduction in the 
offidal valuation of coffee f rom 20 cents to 14 cents per Ib., would 
appear to indícate a retum to more correct methods. 

The enormons diecrepancy, 60 per cent., between the real valué 
and tlie U. States oficial valuation of Biazilian imports. for these 
two years shows how little such valuations can be trosted to 
represent their trae International valué unless the methods of 
valuation in each country are thoroughly analyzed, and allow* 
anee made for exaggerations, or the reverse ! 

In estimating the valué of imports from the U. States account 
has been taken of the mode of valuation, and 20 per cent, added 
to their valué, as to that of all other countries, to cover all sorts 
of charges and freights to a port in Brazil. 



The United States Yaluation of Brazilian trade 

from 1860 to 1894 with reduction of tho ralnations 

for 1891 and 1892 to a gola basis. 
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Rs. gold 


o/o 


Rs. gold 


o/o 


Rs, gold 


o/o 


1888-1866 


9.630: 43P$ 




36.061:046$ 




36.081:045$ 




1871—1872 


12.755:923$ 


+ 32. 


65.933:9t»7$ 


-f '2.8 


65.913:907$ 


+92.8 


1879-1885 


16.628:637$ 


■f 22. 


88.968:'»1$ 


4 Í4.9 


94.701:601$ 


+34.9 


1886—1889 


14.137:397$ 


-9.5 


95.656:225$ 


4- 6.9 


106.964:897$ 


+ 12.9 


1890-1893 


24.504:273$ 


-1- 73.3 


156.658:225$ 


+ 32.6 


124.134:677$ 


+16.0 


1866 


9.482.749$ 


•+ 171.8 


30.818:336$ 




30.818:336$ 


1+261.6 


1893 


26.C00:000$ 


^ 


145.306: i61$ 




162,745.465$ 


) 



From the period 1866 tol893 the importation of American mer- 
chandise by Brazil has increased 171.8 per cent., there having 
been a regular increase with the exception of the period 1886-89. 
In 1866 imports represented 26.7 per cent, of exports, and in 1893 
16.0 per cent. 

The increase of imports from 1891 to 1893 was equivalent to 
73.3 per cent, compared with the former period, and is usually 
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attributed wholly to the influence of the treaty of reoiprocity 
that carne into operation in 1890. Part, however, of this increase 
would have probably accrued to the trade with the V. States in 
any case^ iñ common with that of almost all other conntries for 
this periodo the export trade of some of which shows an even 
greater impulse than that of the U. States itself. 

Thu, fren 1S90 to 1893 the export tnde of Great Britain i* Brazil iicmsed 30.0 »/. 

France 37.9 „ 

„ Germany 55.9 „ 

„ Rep. Oriental 32.0 „ 

R. Argentina 187.0 „ 

TJ. States 73.3 „ 

Without the assistance of any treaty the export trade of the 
B. Argentina increased in the same period ina still greater ratio 
than that of the TJ. States. 

No douM the reoiprocity treaty did, actually, give a decided im- 
pulse to American exports to Brazil, that would probably 
have been greater had better Communications and banking 
facilities existed; but it is an error to attribute the whole of the 
improvement to this cause. 

The American valuations of Brazilian exports to the IT. States 
can be of little valué for comparativo purposes without the 
indispensable corrections for the miscalculations of 1891 and 
1892, and allowing for the alteration in the method of valuation 
inl883. 

Even after making the necessary allowance for the miscalcu- 
lation of 1891 and 1892 and reducing the U. States valuation to 
its gold equivalent this does not repreeent the true valué; this 
must he still increased by 12 per cent, to allow for charges of 
delivery on board, inclading Brazilian export duties. 

Previous to 1883 the system of valuation of imports observed 
in the U. States was different, and induded these charges ; con- 
sequently, the increase of 12 per cent, in the American valuations 
is necessary only for the years subsequent to this date. 

Analyzing the figures in the column termed 'real average 
annual increase of exports/ it will be Eeen Ihat there has been a 
total increase in 27 years of 428 per cent, from Es.30.818:335|, 
in 1866, toEB.162.705:465$ gold in 1893; whilst the proportionof 
Brazilian imports to expcrts has declined from 26.7 per cent, to 
only 16.0 per cent. 

A considerable increase of exports to the U. States is observable 
in the years 1871-1873, equivalent to 92.8 % and a still further 
advance in the periods 1879-1885, and 1886 to 1889, whilst the 
increase in 1890-93, with the reciprocity treaty, was only 16 ®/o ! 
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The ratio of the importa from the U. StateB .to the exporta 
from Brazil to that country, 16 per cent, in 1893, displays a great 
lack of reciprocity in the trade relationa of the two count ies, 
which, however, the late treaty didlittletoimprove, because the 
principal American products in demand in Brazil are, with few 
exceptions, produced more cheaply by other oountries that 
successfuUy compete with the V. States, not only in the f oreign 
but in their own domestic markets, in spite of hostile tariffs and 
reciprocity treaties. 

The only remedy for such a state of things is patience. No 
doubt as soon as Brazil can without injury take a largor quan- 
tity of the domestic products of the U. States, its best customer, 
it will be willing and delighted to do so, but not otherwise. 
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Exports añd Imports of all other Countríes 

" All other countríes " compríse Bussia^ Hollando Seandinavia 
and Denmark^ Spain, Italy, Asia, Afríoa and S. Ameríca — 
exoepting Argentina, Uruguay and Chile— and British Colonies. 
The only means of arríving at an approximate estímate of the 
trade with these countríes is by comparíng the statistics of the 
Bio custom house relativo to their trade, and then stríking an 
average therefrom. 

The statistics available show that the exports to and imports 
f rom " all other countríes " at the Port of Rio were as f ollows : 
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With the object in view of obtaining a máximum estímate of 
the intemational debit, or passivo, of the country^ and a mini- 
mom, rathsr thaa maTimnm estímate of its Credit or Activo, 
the average annual valué of importa from "all other countries " 
has been raised to 5 <>/o in place of 3.2 ^¡o, and that of Exporta 
reduced from 16.3 to 10 per cent., which, it is believed, will 
give a fair estímate of their relative valúes. 
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Summary of the Foreign Valuations of Brazílian Trade 



It has proved impossible in Eio Grande to coUect complete 
statistics relative to the foreign valuations of Brazílian imports 
and exports for each sepárate year of the whole thirty-five com- 
prised between 1860 and 1893. Whenever, therefore, the retums 
for any particular year for any country were wanting an average 
has been struck from the five preceeding and two successive years. 

A considerable use has thus been made of averages previous 
to 1879 owing to the paucity of available statistics j and this 
fact^ taken in combination with the uncertainty as to whether, 
the statistics for that period represent in certain cases ( France 
and Belgium) the special or general trade with Brazil^ inspires 
but little confídence in the results^ that can only be regarded 
as useful for comparative purposes. 

From 1879 to 1893, however, the statistics of Brazilian trade 
are almost complete, and very little use has been made of avera- 
ges. As regards imports by Brazil the foUowing averages have 
been made use of from 1879-1883 : — 

G. Britain 1 average for the year 1879 

Franoe 1 " " " 1880 

Belgium 3 " " " 1884, 1892, 1893. 

Hamburg 7 " " " 1879, 1886. 

U. States none" " " 

Portugal 4 « " " 1883-84, 1891, 1893 

Austria none " " " 

E. Oriental none " " " 

B. Argentina 1 " " " 1882 

The only country of fírst rank, for which it has been necessary 
to make a somewhat ifree use of averages, is Germany (Hamburg), 
owing to the sepárate destination by countries of Germán ex- 
iwrts to S. America not having been discriminated prior to the 
year 1887. 

The different foreign valuations and averages have then been 
added tc^ether, incJuding 5 per cent, for unspecified countries, 
and the aggregate valué thus obtained aug^ented by 20 per 
cent for freights, charges, and foreign pronta from the foreign 
port to delivery on board in Brazil. This gives the total real 
valué of imports from foreign countries for which, accoiding to 
valuations of foreign customs, Brazü is debtor. The percentage 
adopted, 20 per c«nt., may be considered the máximum. 
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As regarás Exports from Brazil the nse of averages has been 
muoh less, and indudes none for Germany, because, although 
the valae of Germán exports to Brazil have not been disarim- 
inated prior to 1887, those of Germán imports of Brazilian produce 
have always been so. 

The averages made use of are as f ollows : — 

Great Britain 1 for 1879 

Franco 1 " 1880 

Hamburg nil 

Belgium 3 " 1881, 1884 

Austria nil 

Uruguay nil 

Argentina 4 " 1889, 1882, 1889-90 

Portugal nil 

TJ. States nil 

Total 19, in 126 valuations. 



The f ew averages made use of and caref uUy calculated cannot, 
therefore, seriously prejudice the valuations of Brazilian exports, 
which may be considered to fairly represent their aggregate 
foreign valuation. 

From the sum of all the different foreign valtiations of Bra- 
zilian exports, induding the 10 per cent, to unspeciñed countries, 
and with the exception of the United States, 15 per cent, has 
been deducted as the equivalent of freights and charges from a 
Brazilian to a foreign port. In this way the original foreign 
valuations are reduced to the real nett valué due by foreign 
countries to Brazil on account of exi>orts; freights and charges 
being deducted because, being almost entirely payable to for- 
eigners resident abroad, they do not constitute part of the 
real national credit or activo, or of the nett valué receivable, 
although they figure in the foreign valuations as valué payable. 

To the valué thus obtained is finally added the United States 
valuation of imports from Brazil, for which no deduction is made 
for freights or expenses, because these valuations, unlike others, 
are based on the marVet valué in Brazil, and not that on board 
in the United States. 

The resultant grand total represents the real nett valué 
receivable by Brazil on accoimt of its exports. 
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Local Official Valuations of Imports and Exports 



In order to compare local official with foreign valuations both 
must be reduced to the same standard of valne. 

Consequently the official valuations in currency have been 
reduced to their real or gold valué at the average rate of ex- 
change f or each year. To obtain the real valué of exports f or 
which Brazil is creditor the official valué reduced to gold has 
been increased 15 per cent, to cover all expenditure from date of 
purchase to delivery on board, including duties, storage^ packing 
and loading, but not freights. 

With regard to imports the official valuation representa their 
gold valué at the rate of 24d. per mil reis. Consequently, 11.1 per 
cent, should be deducted from the nominal valué to obtain the 
true gold valué of imports. This deduction has not, however, been 
made because the official valuations are found to correspcoid 
very nearly with the foreign, and likewise because no account 
has been taken of contraband importation, and fraudident val- 
uations, which, as every one acquainted with the mode of 
despatching goods in the BraziUan custom houses will admit, 
must be very considerable. 

The official valuations of exports, thus corrected, may then be 
considered to be a minimum, and those of imports a máximum 
valuation, on board in the port of arrival and of shipment, 
respectively. 

Before attempting to compare official Brazilian valuations of 
exports and imports with foreigfn valuations it may be of service 
to transcribe the f ollowing remarks of a most oompetent author- 
ity, taken from an artide on the ' Comparability of trade Stat- 
istics ' published in the British Board of Trade Journal for 1893. 

" It will be seen, therefore, that there is no unif ormity of 
practice in the compilation of the trade statistics of the various 
countries, where the greatest divergence exists in the systems 
in forcé both of valuing imports and exports, as well as of the 
determination of the quantities and indication of the places of 
origin and destination. In some cases tbe valuation of the 
goods is based on the customs' declarations, which are more or 
less subject to scrutiny by the authorities, in others upon the 
production of invoices, and frequently according to official 
tables of prices. These latter tables indicate either the average 
prices for each article entimerated in the tariff without 
distinction of origin or destination, the difFerent prices for the 
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artide and f or the country of production or origin, or the legal 
valué fíxed in connexion with the assessment of duty. Agaín 
there are dififerenoes in the varióos methods of caloulating 
prices ; certain valúes are absolutely out of date, and it appears 
to be almost a general rule in the valuation of the goods to take 
the price they are worth at the frontier, although in some 
countries the valué is taken at the port of shipment. 

The determination of the quantities has for a basis, in some 
cases and some countries, the declarations made to the customs^ 
in others the production of the invoioes and bilis of lading, or 
án examination of the goods by the fiscal authoritíes. It is 
more particularly in the exports that confusión reigns, with 
few exceptions the customs are satisfíed with declarations 
which are sometimos widely at variance with the truth. At 
first sight it would seem that exporters could have very little 
interest in deceiving the authorities, but that they do so there 
can be no question ; and this is more particularly the case in 
Germany, Austria and Italy. An arrangement has lately been 
come to between these countries to assist one another by 
checking the declarations of the importers by those of the 
exporters. In the methods of registering imports and exports by 
country of origin or destination there is an absoluto divergence 
of practico, and in this lies the chief want of agreement between 
the trade statistics of the various countries. 

In many countries only tables showing the general trade are 
compiled and those that indícate the share of the special trade 
do not all include the same elements. The classifications, again 
differ essentially ; and this not only renders any attempt at 
comparison almost impossible, but it is also the cause, where 
the practico of establishing a valuation on the basis of average 
prices is in forcé, of many inaccuracies, the dangers of which 
are increased when the subdivisión of the goods is smallest. 

The examples quoted of the divergencies in the practico of 
recording the import and export statistics on the part of the 
various countries are sufficient to show how impossible it is 
to instituto any comparison between such statistics. To realizo 
this it is only necessary to take the trade volume of any 
country and try to reooncile the exports to a given country, as 
therein recorded, with the import returns of the latter, as shown 
in their own trade volume. It will be seen at once what 
enormous discrepancies exist between the export returns of 
goods of one country with the import returns of the other, not 
only in quantities but in the valué ! " 

At a meeting of the International Statistical Instituto at 
Chicago in 1893, the following resolutions were adopted with 
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the hope of introducing some method into the existing chaotio 
oondition of comparatíve trade statistács. 

(A) That importa should be valued as they lie at the port of 
arrival, including freights ; and exporta at the port of ship- 
ment. 

(B) That the abatract claasification proposed for the Britiah 
Empire is advantageous, and be recommended for adoption. 

(C) That iiniform liats of the principal articles of import and 
export in each country, to the number of about 50, be prepared 
and recommended for adoption, so as to admit of intemational 
comparison as to their quantity and valae. 

The local ofEicial valuations of Brazilian imports from 1886 to 
1888, the latest obtainable, appear to have undergone some 
metamorphosis . Frevions to that date official valuations 
appear to have corresponded fairly well with f oreign valxiations, 
being 96 per cent, of the latter for the period 1865 to 1886, 
whüst for the years 1886 — 1888 they show a sudden and inex- 
plicable increase, 20 per cent, in excess of foreign valuations. 

Had such an increase of imports really occurred foreign 
valuations would certainly have shown some indication of a simi- 
lar increase ; and if to this discrepancy be added the inconve- 
nience of a fiscal year of 18 months in 1886—1887, it will be 
comprehended why the foreign valuations for the period 1886-89 
have been preferred, and, reduced to the equivalent of official 
valuations by an addition to their valué of 6 per cent, (the excess 
of local valuation of imports over the foreign valuation for the 
period 1879-1888) have been then included amongst official valua- 
tions. For the period 1865-1875, during which foreign valua- 
tions are admittedly only approximate, official valuations duly 
corrected were 97 per cent, of those of the foreign valuations as 
regards exports, and 98 per cent, as regards imports, Official 
valuations may, therefore, be regarded as sufficiently correct for 
that penod. 

During the period 1879 to 1888 official valuations of exports 
represented 88 per cent, of the foreign valuations, and those 
of imports 106.5 per cent. 

Cousequently the official valuation of exports for that period 
may be regarded as a minimum, and that of imports as a 
máximum, the difference being, however, unimportant. 

No increase has, therefore, been made in the valuations of 
exports, as there is every reason to suppose the local official valua- 
tion with the necessary additiona to be the more correct. The 
statistics relativo to the official valuations of imports from Brazil 
by the United States show how easily the foreign valuation, often 
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insy be exag^erated, whüst those of Franoe and other oountrles 
prove that the valuation is qí ten permanently in excess of the 
real market valué. 
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For these reasons the official valuations üave been retained 
without any addition. 

The ofEicial valuation of importB has likewise been adopted 
without any reduction for reasons already given. The diffe- 
rence between it and the foreign valuations is only 6 per cent.; 
possibly a fnller and more careful examination might prove the 
ofEicial yaluation of imports to be excessive. 



1865 to 1886 





FoBEiGN Valuations 


Official Valuations 




UNCORBBCTBD 


COBRECTED 


UNCORBECTED 


CORBECTTED 


Eiporti... 
Inpirts... 


4.558.552:889$ 
2.882.395:678$ 


4.269.207:429$ 
3.437.657:790$ 


4.074.742:000$ 
3.389.808:000$ 


3.933.625:000$ 
3.389.806:000$ 


BihiceiD 
iiiTor of 
Biporti... 


+676.157:211$ 


+ 831549:639$ 


+684.934:000$ 


+543.817:000$ 



The difference between the corrected and uncorrected f orei^ 
oustoms' valuations of Brazilian exports is 6 per cent., and that 
for imports 48 per cent. The difference between the uncorrected 
and corrected local valuations of exports being 4 per cent. 

The indispensable corrections of foreign valuations have 
increased the balance presented by the valuations of foreign 
customs in favor of exports by 23 per cent., whilst those made 
in the official local valuation have diminished the nominal balance 
that they presented by 22 per cent. 

It is clear, therefore, that no condusions based on either 
foreign or local official valuations of Brazilian trade can be of 
any great valué unless they have undergone a previous and 
thorough revisión and correction; and even then will only 
approximately represent the true valúes of exports and imports. 

Becapitualating, we fínd that the differences between foreign 
and official valuations of Brazilian trade are not so considerable 
as is generally believed, and that these differences are usually 
ezplainable and favour the accuracy of the official valuations, 
when duly corrected, rather than the foreign valuations. 

The difference of 12 per cent, between tbe foreign and local va- 
luations of exports is the most important, and merits a thorough 
investigation, in order to determine their exact valué more 
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preoisely than has been poesible with the meagre materials 
available in Bio Grande. 

The difFerenoe, in spiteof all corrections, between the local and 
foreign valuations of Brazilian trade is, however, so considerable 
as to vitiate the valué of any deductions drawn theref rom nntil 
the qnestion of the greater aocuraoy of one or the other is posi- 
tivelj settled : and although there are solid reasons for preferring 
the local valuations, the possibility of error moet inevitably 
produce a feeling of distrust in the conclusions arrived at, and 
greatly prejudice their valué. 

The great desiderátum of every student of national £nanoe and 
Qconomy must be a thorough and.trustworthy oompUationof the 
respective statistics, that, embracing a long period, ivill afford a 
safe basis on which to found deductions, mthout which all con- 
clusions are little better than mere speculations. 

That ampie material ezists for realizing this desiderátum is 
certain, and proved by the fact that it has been possible to collect 
Bufficient data for a period eztending over 35 years in a small 
and remote town like Bio Grande, where few records exist for 
ref erence, and which, if not absolutely correct, are at least suffi- 
ciently so to guard against gross error, and may undoubtedly be 
rendered perfectly trustworthy by f urther patient and metho- 
dical study and by the organisation of the large mass of official 
and prívate records available both in the Capital and abroad. 
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Importation and Exportation of Bullion 



The importation of bullion or specie owee its origin to three 
causes. It mnst be the result either of payments on acoount of 
merchandise exported, of the investment of foreign capital, or 
be derived from the funds of travellers or immigrants. 

If derived from the sale of exports, the proceeds of foreign 
loans, or from the capital of the already specified guaranteed and 
independent f oreig^n companies, its equivalent valué has been al- 
ready taken into account and placed to the intemational credit 
(activo), so that if the importation of bullion is to be reckoned 
with as a factor of intemational payments, all such imports 
must be placed to the debit or passivo. 

On the other hand, all that part imported by travellers and 
immigrants is not repayable, and, therefore, will not increase 
the debit (passivo); and all capital imported for non-specified 
undertakings and for investment will only increase the debit 
by the difference between the amount imported and its annual 
interest and amortisation, 

All bullion and securities exported will proportionately in- 
crease the credit (activo), excepting the sums carried away by 
emigrants or travellers. 

It has proved impossible to obtain satisfactory statistics re- 
lative to the importation aud exportation of bullion, specie, or 
securities ; and for this reason it has been decided to exdude 
these entirely from the calculation of the intemational debit 
and credit. It is certain, however, that could complete statistics 
be obtained the result would favour the intemational credit 
(activo). 

In addition to the factors already considered, prívate remit- 
tances on the one side, and prívate importation of fresh capital 
on the other, must add greatly to the annual debit and credit of 
intemational payments respectively. These are factors the valué 
of which it is impossible to estimate; and they could only be ap- 
proximately appreciated by a caref ul comparison of the valué of 
those other factors easily determined wíth that of bilis of ex- ' 
chango drawn for the same period. 

Although the aggregate amount annually remitted for prívate 
purposes must be very considerable, that imported must be so 
also, especially if foreign credits for business purposes are 
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included. Such credits, not being iminediately liqíiidated 
but carried forward from one year to another^ represent a 
virtual increaae of the, iuténií^tional credit (activo) and 
tbough tbey increase the ultímate liability of the conntry 
in regard to foreign creditors, so long as the credits per- 
sist (and they are ever being renewed) tbey practically 
constitute an advance that is never liquidcded, and whicb is 
ever increasing in valué and importanoe.. 

Tbese factors, like the importation and ezportation of 
bullion, are undeterminable and, consequently, have been also 
entirely left out of the calculation of international payments. 
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Government Expenditure Abroad 



The expenditure of the Government abroad varíes oonsi 
derably in the ag^^gate, bnt the part pnrelj administrative 
spent in Europe withont any tangible retum la insignifícant 
and nearly constant. 

The expenditure on account of porchases of all descríp- 
tions induding arms, ammnnition, and even ships, as well as 
every olass of material for oonstruotion, coal, and stores, 
must figure largely amongst the exports of f oreign oountríes 
to Brazil, and, it is to be presumed, will equally figure as 
importa in the Brazilian valuation of foreign trade, and 
oonsequently must not be taken into oonsideration a second 
time. 

The National Balance Sheets f or 1889 and 1891 show the 
foUowing expenditure payable in London, exoluding the interest 
amortisation and expenses of the foreign debt, whioh have been 
airea ly taken into acoount : 



Ministry of Interior 

" Justice.., 

" Exterior 

" Marine.: 

War 

*' Finanoe 

" Agriculture 

Deduot expenditure to be indaded as 
imports 

Balance of National foreign expendi- 
ture exclusive of imported objects 
and service of loans 

Service of intemal loans, 1868,1879, 
1889. payable in London 

Total payable in London 



1889 


1891 


Es. 


Bs. 


79:068$ 


556:259$ 


19:399$ 


26:723$ 


660:6491 


1.064:690$ 


532:970$ 


1.936:656$ 


911:323$ 


422:289$ 


397.-430$ 


533:726$ 


2.753:750$ 


6.126:278$ 


5.354:589$ 


10.686:616$ 


4.654:241$ 


9,566:558$ 


700:348$ 


1.120:058$ 


3.868:146$ 


6.446:598$ 


4.568:494$ 


7.566:656$ 
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The foreign administrative ezpenditure for 1889 was, 
therefore, 700:348$, and for 1891 1,120:088$; if, then, the 
average annual expenditure be estimated at 1,000:000$ for 
the years prior to 1889, and at the 1,120:000$ for subsequent 
years, this may be considered to fairly represent the expenditure 
of the Goyemment, abroad, on this acconnt. 

The payment of interest and amortÍEation of national or 
intemal gola loans will only affect international ezchange, 
except in the manner already described, when payment o^ the 
servioe is effected abroad. 

For 1890 the payments in London on account of the ser- 
vioe of National Gold Loans were as follows: 

National Gold Loan, 1879, Interest 

and Á mortieation Bs. 2.876:486$ gold 

National Gold Loan, 1889, Interest 

and Amortisation 3.529:578$ „ 

Commissions...; 40:534$ „ 



Bs. 6.446:598$ gold 



As it was impossible, in Bio Grande, to obtain precise in- 
fonnation as to the payments on this account for each 
sepárate year since 1869, the expenditure has been estimated 
at an annnal average of Bs. 2.876:<86$ for the years previous 
to 1890, and at 6.446:598$. 
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Total Annual International Debit and Credit 

(ACTIVO AND PA88irO,) 



To determine the annnal intemational oredit (activo) and debit 
(paaeivo) it is now only necessary to combine the valué of the 
difFerent f actors abready determined, which may be recapitnlated 
as follows: The Debit or Paasivo is (Mnnposed of : — 

Ist. The real valué of all imported commoditíes and merchan- 
dise on board at the port of arrival. 

2nd. All foreign charges, including the interest and amortisa- 
tion of all foreign loans, whether federal, pro- 
vincial, or municipal; the interest and dividends 
of guaranteed and other foreign industrial 
undertakings, and govemment administrativo 
expenditure abroad, including the interest and 
amortisation of the National intemal loans held 
in Europe. 

3rd. The profíts of foreign capital employed in commercial 
operations, when remitted abroad, and prívate 
* remittances of all kinds. 

4th. The valué of all bullion imported otherwise than for in- 
vestment or by immigrants and travellers. 

The Credit or Activo on the other hand compríses : 

Ist. The real valué of aU exports on board at the port of 

shipment. 
2nd. The real valué of all foreign capital imported or invested. 
3rd. All bullion, securíties and valúes of other kinds exported. 

As it has preved impossible to obtain even approximate esti- 
mates of the valué of commercial and prívate remittances and 
of the importation of prívate capital, as also of the importation 
and exportation of bullion and securíties, these items have been 
excluded altogether, and the analysis of the causes that affect 
the valué of the currency limited to the other recognized 
factors, whose action has been already determined. 

In these factors of the debit, or passivo, may be added the ex- 
traordinary foreign expenditure from 1860 to 1870 on account 
of the Paraguayan war that has been estimated at £s. 180,000:000 
gold, or about 60 ^ of the total coet of the war, and has been 
distríbuted equally over five years. 
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When the intemational credit, or activo, exceeds the debit or 
passÍTo the supply of bilis must be greater than the demand, and 
vice versa, and intemational exchange is affected in the foUow- 
ing manñer: 

When the supply of bilis is greater than the demand, gold 
miist be jmported to make good the difference, exchange will, 
therefore, rise bj the amonnt necessary to pay the expense of 
importation to what is called the máximum gold or specie point, 
at which gold commences to enter the country. In a similar 
manner when the demand exceeds the supply intemational ex- 
change falls to the minimum specie point. 

The máximum and minimum specie points represent, there- 
fore, the máximum appreciation and depreoiation of the currency 
that can originate from the oscillations of intemational or real 
exchange. Any further appreciation or depreoiation that the 
currency may suffer is the result of varíations, not of intema- 
tional, but exdusively of nominal exchange or the local valué 
of the currency, and must be considered when that subject 
comes to be discussed. 

In Buenos Aires the expense of shipment of buUion is about 
gd. per gold dollar of 47gd. par valué, or 0.8% , and the máximum 
and minimum gold points, irrespective of the rate of discount, is 
consequently about 48.42d. and 46.82d. respectively. At 
48.42d. gold commences to enter the country, and at 46.82d. 
to leave it. 

In Portugal the par valué of the milreis is 58^. at 
the rate of 40 Ibs. troy of gold per 1869 sovereigns of 22 
carats, equivalent to Bs. 4$500. The expense of shipment and 
oharges amount to 12 per mil, so that the minimum specie 
point at. which gold commences to leave the country is 52f^ 
pence, and the máximum at which it commences to retum 53yVd. 

In Franco the par valué of £1 is 25.221 franc«. At 25.340 
f ranos, the máximum gold point inclusive of charges, gold enters 
the coimtry, and leaves at 25.125 francs. 

Although in Bra/il the two exchanges are not distinguished, 
but fused in one single quotation, intemational exchange must 
be affected in a precisely similar manner; and, caJculating the 
charges for shipment at the eame rate as in the Biver Píate 
0.80%, the máximum specie point wilJ be about 27.21d. irre- 
spective of the rate of discount, and the minimum 26.79 pence. 

The appreciation or depreoiation due to this cause should, 
therefore, be subtracted from the market rate, whatever it 
may be, in order to obtain the local appreciation or depreoia- 
tion of the currency when intemational exchange is rising, and 
added when it is falling. 
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Oombining all the different f actora, the valué oí which have 
been already determined, we obtain the following annual ba- 
lance oí Internatioiial paymentSj whioh if not precise, becauee 
not only are the available statistics deficiente but some f actors of 
importance, suoh as the importation and exportation of bullion 
and the valué of prívate remittanoes, have been left out alto- 
gether, is approximate enoogh to show what must have been the 
coorse of intemational exohange since 1861, and to base conclnsions 
thereon. 
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If the balance of foreign payments resulting f rom the 'Oficial 
local valuation of imports and exporta be compared with that 
obtained by the use of foreign valnations the resulta are widely 
different. 

Comparing the oourse of exchange since 1865, with the ba- 
lance of International paymenta when oomputed with referenoe 
to the local and to the foreign customs' valuationa of Brazilian 
trade, great diacrepancies are noticeable between one and the 
other for erery one of the fíve perioda f or which they have been 
determined. 

In the case of the balances that correspond to the valnations 
computed from local atatístics, dnly corrected, it will be found 
that the courae that intematioual exchan^e muat have f oUowed 
oorresponds fairly well in each case with the favourable or un- 
favourable nature of the balanoea, exchange riaing when they 
have been iudiaputably favourable, and vice-versa, 

On the other hand, the oourse actually taken by exchange only 
corresponda with the balancea computed from the valuationa of 
foreign cuatoma in f our out of fíve perioda ; whilst the favourable 
balance that iaahown of 217.725.325$ for the4th period ia ab- 
Bolutely incompatible with the fall in exchange from par to 17d. 
in that period. 

In both cases, however, the balances are abaolutely unfavour- 
able for the period aubaequent to 1890, leaving no manner of 
doubt that, for this period at least, a gres,t part of the d^re- 
ciation of the currency and fall of exchange must be attríbuted 
to this cause. 

The impoaaibility of reconciling the intemational balancea ob- 
tained by use of the foreign customs' valuations of imports and 
exports with the course of exchange is an additional and powerf ul 
reason for giving a decided preference to the local statistics ; but, 
although good reasons may exist for so doing, it cannot be denied 
that no certainty at all is inspired as to their aecurracy, ñor can 
there be any until the precise valué of both imports and ex- 
ports are determined in a regular and methodical manner by the 
proper authoríties. Ampie resources exist for the organization 
of astatistical department, that with time and labour could 
reduce the mass of diffused data to order, and thus seoure to 
the student of the national fínancial and economical situation 
trustworthy inf ormation and material for scientific investigation. 

Adopting, therefore, the balance of intemational payments ob- 
tained from the use of the local valuation of imports and exports, 
it will be seen that for the first period, 1861-1864, intemational 
exchange must have been uniformly favourable, the balance of 
payments in favour of the country having been 86.328:5891 for 
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the whole period, and the market rate of exchange have been 
maintained at a rate about par. During the second period, 1865- 
1869, the balance, which tnmed against the country, amounted 
to 155.555:405$ the effect in great part of the Paraguayan war ; 
intemational exchange fell, and the valué of the currency 
declined from par to 14d. In the third period, 1870-1875, the 
favourable balance amounted to 254.995:778$ and the market 
rate of exchange rose rapidly to par again. In the fourth 
period, 1879-1885, the balanóe of intemational payments was 
barely favourable, only 5.105:675$ ; this favourable balance was 
so exiguous that any trifling addition to the annual debit on 
account of prívate remittances or some extraordinaiy expen- 
diture, of which account has not been taken, might have been 
sufficient to tum it against the country; but, in any case, 
the origin of the gie&t fall of the market rate of exchange 
in this period, from par to 17Td, must be attributed to the 
local depreciation of the currency, or nominal exchange, and 
not to the influence of intemational payments, that could 
not have been very unfavourable. In the fifth period 1886-1889 
the balance of payments became again decidedly favourable, 
and the valué of the currency rose 17^. to par. In 1890 the ba- 
lance tumed defínitely against the country, intemational ex- 
change became permanently unfavourable, and this, oooperating 
with other causes that powerfully depreciated the local valué of 
the currency, reduced the market rate from par to 10^. in 1892. 
In 1893 a partial improvement seems to have taken place by 
which the unfavourable balance is reduced from an annual 
average of 62.350:699$ in 1890-92 to 22.464:450$, but is stiU un- 
favourable and must, therefore, be exercising a depreciating 
influence on the valué of the currency. 

For the periods 1861-1864, 1870-1875, and 1886-1889 during 
which intemational exchange must have been generally, if not 
unif ormly, favourable the appreciation of Od. 21 must be sub- 
tracted from the market sight rate of exchange and added for 
the periods 1865-1869 and 1890 to 1894 to obtain the local de- 
preciation of the currency due to nominal exchange. In the pe 
riod 1876-1885 no subtraction ñor addition will be necessary. 
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PART II. 

Nominal Exchange or the Local Depreciation 
of the Currency 



In order to arrive at a clear oonception of the phenomena of 
nominal exchange it will be well to cali to mind some of the 
principies of Political Economy that are most directly concerned 
with the valué of money and currencies. 

Stewart Mili remarks that " there cannot be intrinsically a 
more insignificantthing in the económy of Society than Money. 
It is a machine f or doing quickly and commodioilsly what would 
be done, though less quickly and commodiously, wifchout it ; and 
like other machines it only exerts a distinct and independent 
influence of its own when it gets out of order." 

Money is but a circulating médium for the interchauge of 
commodities, and its valué, like that of all other commodities, is 
determined by its cost of production and considerations of supply 
and demand. 

On this account the valué of even metaUic money oscillates 
like that of all other commodities, but as gold and silver are 
the substances that best combine the necessary conditions of 
durability, bulk, divisibility, and portability, and whose distri- 
bution and cost of production have at the same time preserved 
the greatest degree of uniformity, these two metáis have main- 
tained f rom time immemorial an universal pref erence for use as 
the best circulating médium yet invented, noting, however, a 
decided tendency to abandon the use of silver as money, in con- 
sequence of its greatly increased production and the consequent 
variations in its valué. Metallic money,beingacommodity subject 
to precisely the same laws as any other as regards its produc- 
tion, must dearly equally obey the laws that regúlate the price 
and valué of all other commodities. As Mili say s *' it derives its 
power as money from a mere convention, and convention alone, 
theref ore, is suf ficient to conf er this power on any substance," 
be it bits of stamped metal, or printed paper termed notes, or 
even sea shells such as constitute the circulating meditmi in 
parts of África. 

Some Economists have maintained that whatever adds to in- 
dividual wealth must similarly increase the National, but this is 
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not a necessary consequence, or otherwise the bimplest method of 
augmenting National wealth wonld be to increase the intemal 
debt. 

If, however, bank notes or paper-money of any description 
cannot increase the wealth of a country, being mero promiees to 
pay, or right to exact an equiyalent share of that wealtli, they 
are certainly money so long as they continué to ezercise all its 
functions ; and, when the oirculating-medium of any conntry is 
wholly confíned to this class of money^ be it convertible or no, 
it miist ezercise precisely the same functions, and be ruled by 
preci&ely the same laws iw those that determine the yalue of the 
ciroulating médium that is wholly metallic. Stewart Mili states 
that : " The great difficnlty, so far, with regard to paper-money 
has preved to determine its valué ; that is the general power it 
possesses for the purchase of commodities/' but this difficulty 
seems to be more the result of the misconception of its true 
functions, than to any alteration of the nature of money that the 
fact of its being representative of valué, instead of a valué itself, 
introduces. 

The circulating médium, whatever may be its nature, is regu- 
lated by precisely the same laws of cost of production supply and 
demand ; and there is no reason to believe that because this 
médium consist of inconvertible paper-money, instead of gold or 
silver, that these laws then cease to determine its valué, or that it 
does not continué to be the exclusive standard of local valúes of 
every kind. 

So long as paper-money is convertible at sight, and the credit 
of the emitting authorities is unimpaired, its valué will correspond 
'to that of the metallic money in which it is payable ; and its 
quantity in circulation be controUed by the demand, and can 
never become excessive, as the moment the supply exceeded the 
demand it must retum on the emittor's hands. 

Stewart Mili has shown how a currency originally convertible 
may by neglect or ignorance, drift into inconvertibility. " Sup- 
pose," he say s, " that in a country where the issue is wholly 
metallic an emission of paper-money is made by the Government 
to the amount of half the metallic currency and in payment of 
salaries or debts. The circulation being thus increased by one half, 
prices will in that country rise in proportion, including that of 
bullion itself. It will then be profítable to melt coin into bullion 
to compénsate the unfavourable exchange that the rise in prices 
must have caused. The bullion would be then exported and dif- 
fused over all the countries, with which the supposed country 
carried on trade until the equilibrium b<^tween imports and ex- 
ports were restored, which, however, could only occur when by 
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ezportation an amouDt equivalent to the emission óf paper-money 
hfid beén withdrawn from the circulation, or prices fallen in oon- 
seqnence in that country and risen in others nntil they again 
reached the same ratio in all. The only difference^ as far as the 
supposed country is concemed, would be superseded by another 
half metallic and half paper/^ 

Practically this would not be the true proportion, as a part of 
the very metallic currency, that must be diffnsed amongst the 
co-tradingcountries to reestablish the ratio of prices, would corres- 
pond to, and remain in the emitting country itself , and increase 
its circulation by so much. There would, theref ore, be in addition 
to any local effect, a fractional and general rise in all prices. 
" Suppose" Mili continúes, "that a new emission of paper-money 
take place ; the same series of phenomena would recur, and so on 
consecutively until the whole metallic currency had been driven 
out of the country." 

When, however, the metaUíc currency had been entirely su- 
perseded by an equal amount of paper-money, and the former 
almost entirely driven from the country, and p"rices retumed to 
their original ratio in all countries, the situation though dan- 
gerous would be not untenable so long as foreign exchanges con- 
tinned farourable, and no demand for bullion for ezport aróse, 
whilst the credit of the emitting authority also remained unim- 
paired. 

If , however, at this juncture foreign exchanges tumed against 
the country an immodiate demand for gold must ari8e,with which 
to satisf y the International balance due abroad, that it would be 
impoBsible to satisfy. There being no gold, this déficit must be 
made good by the exportation of commodities, and the demand 
for ezports exceeding the supply their prices must rise in that 
country, but not abroad, simultaneously and equally with that 
of bullion itself, and would be f oUowed by those of imports and 
other commodities though in a less degree, and more slowly ; 
and thus the paper-money previously nominally convertible 
might become de fado inconvertible without any addition at all 
having been made to the original volume of the currency. 

The failure to recognize the influence that intemational ex- 
change, orthe character of the balance of intemational payments, 
exercises on the valué of the currency has lead to the gravest 
errors of both appreciation and practico since Law first evolved 
his scheme of enriching Humanity by unlimited emissions of 
paper-money. 

In the " Manual de Economía Política " of Dr. P. A. Albu- 
querque, professor of the faculty of law in the University of Per- 
nambuco, will be found the foUowing typical illustration: 
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" As it is in the power of the GoYemment, whilst preserring 
the same number of metallic monetary iimts, to reduce the weight 
of its gold and silver coinage» without this debased money lowering 
its original valué, so long as the monetaiy units of the debased 
coinage correspond to the necessities of the circulation, it can 
likewise substituto copper or paper-money f or that of gold or 
silver, so long as the same number of monetary units are preserved. 
Paper-money is an artificial money, the valué of which is derived 
exclusively f rom its utiHty as an instrument of exchange and 
f rom the limitation of its quantity, which depends on the will of 
the Government, since it alone possesses the right of emission. 
This explains why paper, the intrinsic valué of which is vastly 
inferior to that of the precious metáis, can, when converted into 
money attain the same valué as gold or silver, and exercise the 
same f unctions as these metáis as regards the exchange. of com- 
modities, being even pref erable. Paper-money, even when incon- 
vertible, so long as its quantity is.in proportion to the necessities 
of commerce, will maintain its nominal valué and only by excess 
of emission can become completely depreciated." 

With Dr. Alburquerque's conclusión we perf ectly agree, but 
not with the reasoning by which he arrives at it. 

The rigidity of the circulation entailed by a régimen of incon- 
vertible currency is precisely the reason of the oscillations of its 
valué. Were the supply always precisely proportioned to the 
demand by the withdrawal of part from circulation whenever 
it gave signs of being excessive, as is done in Franco, no deprecia- 
tion, f urther than might bé operated by the transitory influence 
of speculation or similar causes, would be possible ; but it is 
beyond the power of any govemment or emitting authority 
whatsoever to maintain at an unif orm valué a fixed quantity of 
inconvertible paper-money, or what Dr. Albuquerque terms " the 
same number of monetary units,'' irrespective of the alterations 
in the demand that varíations in the volume of local .and the 
balance of intemational payments determines. 

In a coimtry in which development of every kind had already 
attained its máximum, and where there was no foreign commerce 
whatever, or where intemational payments were exactly balanoed 
the equüibrium of the demand and supply of the circulating mé- 
dium thus realized might maintain an inconvertible currency of 
invariable quantity at a fixed valué. Such conditions are,however, 
impossible, and, otherwise, directly the balance of internationa] 
payments became uní avourable, and could not be liquidated by 
the exportation of merchandise, the nominal valué conferred on 
the debased currency, that Sr. Albuquerque supposes to have 
been issued, must disappear. To make good the intemational 
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déficit, gold must be ezpprted at its real, and not its nominal 
valué. Consequently, the príce of bullion must rise and affect 
those of other commodities, and the conventional valué of the 
debased metallic gold currency be altered although no change 
has occurred in its quantity or in the number of the monetary 
units in circulation. 

Most, if not all emissions of paper money were originally either 
actually convertible into specie at sight, or, at least, were fírst 
issned with some intention or pretence of conversión at some 
future date. 

Abase of this self assumed function of govemment has been 
invariably the cause that has led to inconvertibility, and not 
any pretended advantage or pref erence for depreciated or de- 
based currencies ; whilst the origin of this intolerable nuisance is 
to be traced to the ignorance, neglect or contempt of constituted 
authority for those natural laws that regúlate the social relations 
of men. The investigation of these laws is the proper function 
of Political Economy in common with the other social sdenoes, 
and some knowledge of their action should, it would be thought, 
surely be made at least one of the indispensable qualifícations of 
any one aspiring to the title of Statesman, or to direct the desti- 
nies of a Nation. 

A very elementary acquaintance with the trae principias of Po- 
litical Economy would have saved much trouble and confusión, 
and have prevented the species of ' truismutation of metáis,' that 
Sr. Albuquerque considers possible, f rom ever passing f rom the 
realms of theory to those of practice. 

Whether the debased currency be metallic or paper the in- 
fluence ezercised on it by an adverse balance of trade wiU be 
precisely similar. The only difíerence will be that in the first 
case the currency itself will be exported as bullion, and thus dim- 
inish its volume, whilst in the second, the volume of the paper- 
money in circulation will remain unaltered. 

The exportation of part of the debased coinage will raise the 
valué of the remainder until this increase may compénsate the 
rise in the price of bullion and the depreciation due to this cause. 
If , then, exchange remain unf avourable the valué of the currency 
will not correspond with the price of gold; that is, gold would 
exchange for a greater quantity of debased currency than for 
the commodities that could be purchased therewith, a redtictio 
a dabsurdum^ from which we can only conclude that the valué of 
the currency is not determined by the price of gold, as generally 
supposed, but by the ratio between the general demand for the 
circulating médium and its supply. 

When as has been already shown, the currency consists wholly 
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of inconvertible paper-money and there i& no gold for export 
merchandise mnst take its place. So long, then, as the demand 
for exporta (in which buUion is included) exceeds the supply their 
price mnst continué to rise. This will not, however, determine 
the valué or general purohasing power of the currency, but only 
the price of exporta estimated in paper-money, the only local 
standard. Its valve mnst he determined by the proportion of 
the general demand for the drculating meditun, that is the 
ftggr^gftte valué of all operations of exchange, to its supply or 
quantity in circulation. 

Neither the rise in the price of a single commodity, such as 
gold, although it be the médium of foreign exchange, ñor even 
that of all exportable commodities can afifect the valué of the cur- 
rency in the exact proportion of the depreciation as regards that 
particular commodity, but only in that of the aggregate deprecia- 
tion of all valúes. Thus, if for illustration, we suppose that all 
operations of exchangfe or marketable valúes are represented by 
100, of which gold and exports comprise 50, then, if the unfa- 
vourable balance of foreign payments determine a rise in the 
price of gold and exports equivalent to 100 per cent., whilst the 
other valúes remain constant at 50, the same quantity of cur- 
rency will only suffice to purchase 25 of Gold and Exports. The 
general depreciation of the currency, however, will not be in 
the ratio of 50 : 25 which is only its depreciation with regard to 
those particular commodities, but in the ratio of 100:25. 

tf the prices of aU commodities, services and valúes rise 
equally and simultaneously with those of gold and exports the 
general depreciation of the currency would coincide always with 
the depreciation in relation to gold and exports; butit has been 
shown, and indeed requires no demonstration, that prices do not 
rise uniformly, some indeed never rising at all, in consequence 
of the appreciation of gold and other exports. 

The valué of the currency, therefore, depends on the ratio of 
the general demand for the circulating médium to the supply, 
whilst the price of gold and other exports is determined, like 
th^t of all commodities, by the cost of production, supply, and 
demand. 

If, as is generally believed the valué of the currency were 
determined solely by the proportion of the stock of gold to the 
pa^r-money in circulation, as long as intemational exchange 
wete favourable and, therefore, gold was being imported and its 
stock increased, the valué of the currency ought to improve 
uninterruptedly, the contrary being the case when intemational 
exchange fell. 

Such, however, is not the case, as the record of the course of 
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exohange and the premium on gold in Buenos Aires plainly indi- 
cates. During the year 1895 the oscillations of one and the other 
were as follows: 



January 

February... 

March 

April 

May 

June 

July 

August 

September.., 

Ootober 

November... 
December. . . 



fHTXBKÁTIOKAi:. 

xxcHÁiraB 



pence 
48} to 481 
48—481 
48J — 48 
481 -48Í 
473 — 47i 
47| — 473 

47J - 47g 
48¿ — 48} 
48 — 48¿ 
48—48} 
48—48} 
48Í-48Í 



Prsmium oír 

etOLD 



The par valué of a peso (dollar) 



250 to 260 % 
245 — 260 " 

247 — 255 " 
253 — 275 " 

248 — 278 " 
240 — 254 " 
240 — 252 " 
232 — 239 " 
214 — 230 " 
219 — 234 « 
229 — 238 " 
229 — 235 " 

gold is 47| d. 



Valub ofthb 
cükrbrct 



pence 
16i to 15 
15 — 15* 
143- 15i 

153- 15J 
15 - 15i 
15i- 14} 
143 — 14} 

14 - 13i 
13} — 133 
133 — 143 

15 — 14} 
14} — 143 



With the exception of the single month of May, foreign inter- 
national exchange was uniformly favourable, but, notwith- 
standing, the valué of the curreney fell f rom 16} to 14} pence, or 
more than 12 per cent., the fall being, precisely, most marked 
when intemational exchange was most favourable ! 

Similar discrepancies to those noticed in Buenos Aires between 
the tendency of intemational exchange and the market valué of 
the curreney will be observed to have taken place in Italy under 
similar conditions. The f ollowing taMes andcriticismare obtained 
from a brochure by Sr. Bodrig^ez de Freitas: — 

" ThisNation (Italy) lived for many years under a paper-money 
regime, let us see, therefore, how it purchased money in Paris. 
The foUowing table, which we have compiled from numerous 
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market quotations of exchaage, will show. It is well to know 
that the Italian money ü» the lira, and is equivalent to a franc. 
The quotations between Franco and Italy are, therefore, in per- 
centages. There were, ho «rever, two prices quoted; one if the 
bilis were payable in gold, the other if payable in paper. In 
some of the f oUowing quotations the letters p and I indicate 
respectively profit or loss : 

Quotations 



In paper In gold 

31st December 1874 9i to 9| J to J 

Ist April 1875 8 J — 7| J — i 

3rd June " 6J — 6i J — i 

23rd December " 8 — 7| i — J 

30th December " 7| — 8 i — J 

30th March 1876 8J — 7J § — J 

7th September « U — H i — i 

28th October 1880 9J — QJ J — par 

4th November ' 7| — 7J ¿í — ¿p 

2nd December " 3j — 2| ¿I — Jp 

23rd December " 2 — 2i ¿2 — Jp 

19th Jannary 1882 3 — 3J par — Jl 

26th January " 5 — SJ Jí — 4^ 

17th Aprü " 2| — 2g par — Jp 

We here observe dearly the differenoe between the paper 
and metallic currencies. Ezchange in gold varied between the - 
most narrow limits, whilst exchange in paper varied from 2 to 
nearly 10 % . Besides this, dnring November and December of 
1880 the quotation of gold exchange did not vary, whilst that in 
paper varied 5 per cent. The greater the prospect of the Treasury 
redeeming a large quantity of its paper money, the more the two 
species of prices tended to assimilate. " 

AIl the confusión of ideas that envelopes the subject of the 
valué of inconvertible currencies appears to originate in the 
initial error of refusing to paper money, the same functions 
exercised by any other kind of curreocy. 

The circulating médium of any country, whatever it be, 
whether gold, silver, or wampum, must, so long as it exercises 
the functions of money to the exclusión of other descriptions, be 
the solé standard of valué in that country. By this standard 
all prices must be conelated, whether of gold, exports, or other 
valúes, and not by an imaginary gold standard, and must 
be determined in each particular case by the demand and supply, 
and costof production of each one. 
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If then it be admitted that the local drculating médium is 
the trae standard, and that the prioe of gold must be deter- 
mined in terms of that standard, likethat of any other commodity, 
and the local valué of the currency thus reduced to its intema- 
tional equivalent, what advantage can there be in attempting 
to impose a second standard of valué by which to measuie the 
local standard, or to pretend that, oontrary to ezperienoe, the 
valué of inconvertible currencies is controUed by the prioe of 
gold in place of the ordinary f actors of supply and demand that 
rule others. 

Moreover, it is impossible to ezplain in any other manner 
many of the paradoxes of inconvertible currency, notably that 
of the differential rise of price8,that is recognized to confer such 
indisputable advantages on production in silver^using countries, 
and constitutes the main argument in favoor of Bimetalism. 
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Theory of Exchange 



The whole theory of the equilibrimn of exchange or of the 
▼alne of the currency is, in f aot^ oomprised in the single rule 
that the Yalxjb of thb Cubrenot ib thb Batió oí* the Dbmand 

to the SUPPLT: 

If then y and v* represent the valué of the currency at dif- 
ferent dates. 
S and s' represent the supply, or amount in oircu- 

lation. 
D and d' represent the demand. 
then v' = Vd^S. 
Ds' 

To obtain the market valué of exchange, or the nett valué 
of the currency, the appreciation or depreciation, whiohever the 
case may be, created by intemational exchange must be sub- 
tracted or added respectively f rom the valúes V and v*, thus de- 
termined. 

Stuart Mili, in his manual of Political Economy states that 
the valué of the currency is in inverso ratio to its quantity. 
This, however, is only true when the demand itself remains 
constant ; and is, consequently inapplicable f or the determina- 
tion of valúes for dates separated by considerable intervals 
during which the demand has had time to undergo considerable 
changes, as it is clear that the same amount of currency that at 
one time may be ampie to meet all demands, may at another 
be excessive or insufficient, owing for example to a simple in- 
crease or decrease of population. Why and how the local valué 
of currencies, whether metallic or otherwise, must vary in 
inverso ratio to the supply, so long as the demand remain 
constant, will be best understood by an illustration. 

Supposing that in a country with absolutely no f oreign trade 
or Communications of any kind the currency were suddeñly 
doubled by a Government issue, no chango having taken place 
meanwhile in either consumption, production, or population. 
The demand for currency with which to efPect the usual operations 
of local exchange wiU (if we neglect the purely transitory effects 
of speculation that such an increase of the circulating médium 
must give rise to) have remained unaltered, whilst the supply of 
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money^ the médium by which one satiefies the other, has been 
dotibled. The same operations must, therefore, continué to be 
effected as formerly, but withdouble the amount of money; and, 
consequently, a general rise in prices must occur in proportion to 
the inorease of the currency. By suddenly increasing the volume 
of the currency, the supply has been doubled, whilst the demand 
has remained the same ; consequently, either more money must 
be paid for the same objects than formerly, or part of the 
currency must remain idle and retum on the hands of the emit- 
ting authorities. 

For this reason an emission of convertible notes can never be 
excessiye, because the moment it tends to beoome so they are 
presented for conversión, and disappear f rom circulation. 

So long, therefore, as the issue of paper-money correspond 
exactly to the demand there can be no depreciation. The diffi- 
culty is to recognize what the precise valué of the demand 
amounts to, and thereby regúlate the supply. 

The demand for the ciroulating médium is not, as is often 
imagined, a normal quantity that varios only with the increase 
or decrease of population, but is likewise powerf ully influenced 
by two other factors, the variations in the volume of local and 
of foreign exchanges or trade. 

To the f ailure to recognize the direct inñuence on the demand 
exercised by the variations of intemational payments is to be 
attributed the grave error, already referred to, that assumes 
the depreciation of the currency to be impossible so long as its 
quantity is proportioned to the increase of population. 

The demand for the circulating médium is, moreover, largely 
dependent on the state of purely local business, and may be 
active and vigorous whilst the demand determined by the 
balance of intemational payments is simultaneously weak or 
falling. This purely local demand is an ever varying quantity, 
influenced by changes in the population, of habits and customs, 
and by speculation, and the animation of local business. That 
the changes of this j>urely local demand for money exercise a 
great infiuence on the valué of the currency is well illustrated by 
a phenomenon of regular occurrence in Buenos Aires. At certain 
periods of the year, during the wool crop and harvest, there is 
a greatly increased demand for money, disoounts rise, the banks 
are depleted, and the premium on gold is observed to drop. 
Sometimos foreign exchanges are simultaneously favourable and 
sometimes anfavourable, but, however they may be, the price of 
gold almost invariably falls, and the valué of the currency in- 
creases. Unless this were the efFect of the increased demand 
on a constant supply the premium on gold must have fallen 
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when the foreign exohanges were fayourable, and vice veraa. 
When the harvest is over and money begins to flow into the 
banks again the premium on gold shows an inyariable tendency 
to rise again. Oí course there may be other .simiiltaneoiis in- 
flnenoes at work to interf ere with this procesa, but snoh is the 
general tendency observed for a snfficíently long períod to 
warrant conclnsions. 

This phenomenon has usnally been attribnted to the períodic 
importation of gold for purchase of produce with the object of 
creating a fall, and thus buying in a cheaper paper market; bnt 
this could be of no advantage to bnyers of produce, as what 
they gained by buying at a lower paper rate they wonld lose by 
selling their gold for less paper. As, also, the gold imported 
must be paid for, if its quantity corresponded to the valué of 
the produce purchased the supply of bilis would be greatly 
reduced and intemational exchange fall off, or else bullion be 
re-shipped in large quantities. Neither in fact takes place; and 
both in 1894 and 1895 foreign exchange has remained almost 
uniformly favourable, whilst the shipments of bullion have 
never been extraordinary. 

In countries that possess a metallic currency its valué is 
likewise regulated by the variations of local demand, or would 
be were not an automatic method of adjustment provided in 
the comparativo rates of discounts, which secure the exportation 
of any excess in the supply to other countries where it is in- 
sufficient. When the currency consists whoUy of inconvertible 
paper this is impossible, and an excessive demand, so long as 
the supply remain the same, can only affect it by raising its 
valué. 

The demand for currency has been described as constituted 
by the total volume of exchanges effected. This may for con- 
venience be separated into three categories. 

Ist. The local " normal demand " dependent on the variation 
of population. 

2nd. The local "business demand " that varíes with the volume 
of business payments. 

3rd. The "intemational demand'' that is determined by the 
nature of intemational balances. 

Allowing for the máximum and mínimum appreciation caused 
by the state of intemational exchange, already described, no> 
minal exchange will be at par when the sum of these three 
demands precisely balances the supply, at a discount when they 
are less, and vice-versa. 

The fírst or " normal *' local demand, supposing the average 
individual volume of exchanges to remain the same, as also the 
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Bnpply of currency, mnst evidently increage in the ratio of the 
growth of population to the quantity of currency in circulation, 
and the valué of the currency be proportionately raised. 

The second class of demand dependa on the volume of local 
business, exclusive of that necessary to satisfy the ordinary 
necessities of the population^ and is controlled by a multitude 
of indeterminable factors and influenced very powerfully by 
Bpeculation amongst others. The third and last is detennined 
by the favourable or unfavourable nature of intemational 
exchange. When it is favourable more is imported than ex- 
ported (including bullion and securities^ etc.), the demand for 
the circulating médium increa«es, and the valué of the currency 
rises, and vice-versa. 

The local demand for currency for business purposes varíes 
extremely in the same place at different períods, and even on 
different days. It is the varíation in this demand that deter- 
mines the quantity of money reqnired in each country, which 
is influenced by the habits and customs, state of credit, and 
methods of transacting business in each, and maintains a 
constant ciroulation of money between different countries. 

The following table compiled by the Director of the U. States 
Mint shows the quantity of money current in various countries. 

Franco francs202 = Rs. 71$306 gold per capita 



Cuba 


" 155 = " 54$715 


Holland.... 


" 143 = " 46Í949 


Belgium.-. 


" 127 -= " 451831 


U. States... 


" 122 = " 43$066 


England.... 


" 67 = " 23$651 


Bussia 


35 = " 12$355 



The eztraordinary variations in the quantity of money requi- 
site for each country, Franco for example, with an almost similar 
population and f ar smaller volume of business, requiríng three 
times as much as England, show that it dei>ends more on the 
idiosyncracies of each than on any fixed general principie. 

How the quantity of money (legal-tender) requisito may vary 
at different times, even in the same country, and be modifíed by 
cuBtom is shown by the insignifícant coefScient that corresponds 
to England sinoe the almost universal substitution of payment 
by cheque, which has reduced the necessity of the actual 
transfer of money to a minimum. The Bankers' Clearing House 
in London, for example, liquidated in one year payments to the 
amount of Je6.478.013.000 without the use of any money at all. 

To attempt to determine whether the amount of currency in 
circulation in Brazil is, sufficient -or no, by comparison with that 
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oí other countries is, consequently, useless; this can aaXy be 
recognized by observation and oomparison oí the effects of the 
demand upon the supply. If insufficient it will quickly prove 
itself Bo by a rise in valué. 

So long as the rate of exchange is below par valué (27d.), as 
the supply and demand must necessarily be in equilibrium^ the 
supply will be represented by the amount of paper money in 
circulation, and the demand by its real or metallio value> or by 
their coefScients respectively, allowing for the appreciation or 
depreciation due to intemational exchange. 

When exchange is above par, as in 1889, allowing in a similar 
manner for the effect of international exchange, the real valué 
of the currency will no longer necessarily coincide with and 
represent the demand, because when par is reached the demand, 
although it may go on increasing, cannot raise the valué of the 
currency proportionately, as its máximum is fixed by that of 
gold coin, also a legal tender. 

To determine the total demand at any moment is, theref ore, a 
simple matter ; the difficuHy is to discnminate ezactly the pro- 
portion that corresponds to eaoh of the three faotora, popu- 
lation, which determines the "normal demand," business 
transactions, and international payments. 7?he first and last 
are possible to calcúlate, but the demand that originates in 
bushiess transactions and speculation, etc., is quite undetermin- 
able except by subtracting from the total demand the sum of 
the first two. . 

During the first period, 1861-1864, the amount of currency 
actually in circulation wasEs. 101344 per capita, and intemational 
exchange being f avourable its nominal and real valúes coincided. 
As it is unavoidable to start without some assumption, it may be 
fairly presumed that the minimum demand for the ciroulating 
médium was certainly not less than Bs. 11$000 per capita during 
that period, because when exchange reacfaes par its real valué 
no longer represents the true demand, but is somewhat less. 

Starting, therefore, with the assumption that the demand for 
currency was 11$000 per head in 1861-64 with exchange at par, 
it is possible, presuming the demand to have remained constant, 
to determine the depreciation of the loeal valué of the currency 
íor dififerent periods^ by application of the rule that the valué of 
the currency is in inverse ratio to its coeffidents per capita. 

Thus for the second period the equation would be, when the 
quantity in circulation was 14|419 per head : — 

27d : V : : 14$419 : lllOOO = 20.59 pence 

and the depreciation corresponding to excessive emission 6d.41 
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or 24 per cent. The coefficient of the real valué of the ourrency^ 
or of the total demanda was, however, 21d. 31., equivalent to de- 
preciation of only 5d. 69 or 21 per cent., and, consequently, the 
demand must have exceeded 11$000 per capita, either on account 
of an increase produced by a f avourable balance of intemational 
payments, or by a positive increase in the local demand itself . 

The balance of foreign payments was, however, not only not 
f avourable, but so unfavouiable as to actually reduce the demand 
by the equivalent of Bs. 3$704 per oapita, the coefficient of the 
unf avourable balance ; so that the theoretical demand of lllOOO 
must have been thereby reduced to 7$296, unless the difference 
between this and the total demand of 111057 had been compen- 
sated by a positive increase in other local demand equivalent to 
Bs. 3$761 ; the total local demand, consequently, would then be 
represented by Bs. 14$761, in lieu of 11$000. 

To fínd the valué of the coefficient of the total local demand, the 
valué of the ' intemational ' demand, or that consequent on the 
balance of intemational payments, must be added to the coeffi- 
cient of real valué, or total demand, when the balance of Inter- 
national payments is favourable, and deducted when it is unfa- 
vourable. 

Thus for the period 1865-1869, the coefficient of real valué, or 
total demand, was 11$057, and that of ' intemational ' demand 
31704 against the oredit or activo, then: — 

11$057-|-3|704=14|761 or local demand per capita. 

In the same manner the 'local' and 'intemational' demands 
for the currency may be determined for other periods with the 
results shown in the following table. 

With sufficient and correct statistics it would be possible to 
determine the valué of both the " normal " demand, that depends 
on population, and of the " intemational " demand that results 
from the variations of foreign payments. The third factor or 
"business" demand, however, is practically undeterminable, and 
varíes from day to day . The only means of arriving at an appre- 
ciation of the manner in which the variations of this factor of the 
total demand have affected the valué of the currency is by com- 
parison of the demand constituted by the first two factors with 
the total demand, that is represented by the real or gold valué 
of the currency. 

In a similar manner the only method of recognizing the 
variations that are actually taking place in this demand and its 
influeñce on the currency is by caref al observation of the other 
two, and of the accumulations of deposits in the Banks and the 
comparative rate of discounts. 
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If, for example, it is fonnd that internatioiial exchan^i^ is 
indispntably fayonrable, the banks replete with deposita, and 
discounts low, whilst exohange contínues to fall, it can only be 
concluded that this is the resnlt of a falling off in the " business " 
demand, that may oríginate in a mnltitade of canses. The ap- 
proximate determination or resolntion of the total demand for 
the circnlating médium in this nianner can be of little practical 
ralue, and is nsef ul merely to show how the rariations of the 
most osciUating factor of the local demand, that for business 
transactions whioh is generally neglected altogether, has exer- 
cised, and must continué to exeroise, a dominating influence on 
the valué of the currenoy. 

Analy zing the table on page 135 it is evident that^even without 
taking into aocount the demand for bilis for prívate remittances, 
the balance of International payments must faave been absolutely 
unfavourable for two periods at least of the three during which 
exchange was f alling. Nos. 2 and 6 ; whilst the f avourable balance 
of the period 1876-1885 was so exignous that the slightest de- 
mand an the part of prívate remittances must have tumed it 
against the oountry. 

It is, theref ore, unnecessary to searoh for extraordinary causes 
to explain the origin of the fall of exchange for these x>eriods, 
that was dearly the resnlt of excessive imports and foreign 
charges, and must have occurred even had no prívate remittances 
been made at all; though, of course, it would not in this case have 
been so violent. 

Starting with the theoretical demand for Bs. 11|000 per capita 
in 1861-1864 it will be found from the respective column in the 
table on the preceeding page that the local demand must have 
increased oonsiderably during the next period, as, otherwise, in 
view of a simultaneous depreciation of 6.4 pence in the nominal 
valué of the currency, and of 6.9 pence due to the unfavourable 
balance of intemational payments, the valué of the currency 
must have fallen to an average of 13d, in place of 21-31d., even 
without taMng into acoount prívate remittances. The balance 
of the '* business " demand must, theref ore, have been equivalent 
to 3$761 per capita, and sufBcient to raise the total demand to 
141761 per head. 

This increase in the " business demand" may be explained in 
two manners; either because the "normal" or theoretical demand 
adopted of llfOOO per capita was insnfficient, and did not repre- 
sent the tme coefficient of this factor in 1861, or becáuse it was 
the result of a real increase in the demand for the circulating 
médium created by the impulse communicated to business and 
payments by the Paraguayan war. 
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Duríng the nezt period, 1870-1875» the local demand sank to 
Bs. 13^487; but, as hasbeen already pointed ont, as ezcbange 
dnring this period rose to above par tbis coefficient did not tben 
representa exoept approximately, the trae demand f or cnrrency. 

Duríng the fourtb x>eríod> 1876-1885, the local demand re- 
mained almosfc stationary at 13$987, and oontinned at abont this 
rate dnring the succeeding period 1886-1889. In 1888 the rate 
of exchang^ rose to aboye par, and, oonsequently, the coeffioient 
of the real valne of the total demand for correnoy no longer 
represented the precise valué of the total demand for ewrrmicy, 
which must have been snpplemented at least by the amonnt 
necessary to raise exchange to the excees it attained oTt^rspecie 
point. The supply in 1889 was Bs. 1J$969, and the d^nand 
necessary to raLse exchange to 27^ would be equivalent to 
14$260. 

Taking the supply at a round number, 14|000 in lieu of 13|967, 
the situation at the dose of 1889 was as follows: — 

Supply of cnrrency Bs. 14|000; Demand, Bs. 14$260; in 1890- 
1892» the Supply had increased to Bs. 341387 per head and the 
" intemational" demand, consequent on adverse balance of 
foreign payments» had fallen by Bs. 4$095« reducing the demand 
toBs. 101165. 

Had, therefore, no local ciroumstances intervened to raise the 
demand for cnrrency, this must have sufiíered a proportionate 
depreciation, which can be determined by applying the formula 
that the valué of the cnrrency is in the ratio of the demand to 

*v 1 *.x, fynA 14.260 . 34.987 ^ , „. 

the supply; then, 27d : xi: ^4^ • Jqj^ = ^d- 86. 

The inevitable consequence, therefore, of the simultaneous 
unprecedented increase of emission and of the fáll of international 
exchange must have been to depreciate the rate of market ex- 
change duríng the period 1890-1892, to 7d. 86, and if the rate 
was actiially maintained at an average of 17d. duríng this period 
it could only have been in consequence of some very considerable 
increase in the local demand, seeing that the balance of bullion 
exporte and imports a& well as of prívate remittanoes was also 
nnquestionably unfavonrable. 

The rate of the local demand sufficient to maintain exchange 
at 17d. must, therefore, have exceeded 11$322 per eapita, in order 
to raise its valué f rom 101165 to that of the average real valué 
of the cnrrency, or nett demand, 211487. 

Such an unprecedented inflation of the local demand was the 
simultaneous result of both a real and a transitory cause ; the 
real canse was the animation noticeable in eveiy dass of business 
or industry since 1888, which stül continúes» and the transitory 
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cause the reckless speculation whioh iu 1889-1892> absorbed SQch 
immense quantities oí money as to find an increase of even 135 
per cent, of the currency insufficient to satisfy its ^oraoity. 

The real canse persisting after the transitory demand oreated 
by speculation has ceased succeeded in 1893 in maintaining the 
demand at Rs. 181009 per capita and the rate of exchange at 
lOd., when, in consequence of still further emissions, it wonld 
otherwise have fallen to 7.56d. 

Althongh the demand due to the element of speculation has 
not been entirely eliminated, the coUapse in 1892 of the specula- 
tive epidemic, termed in Rio the "ensilhamento/' must have 
caused a considerable reduction in the demand for the circulat- 
ing médium, so that any improvement that may be noticeable 
can, in view of the unfavourable state of int^mational exchange, 
be only attributed to a real increase of the demand for legití- 
mate business purposes. 

It is certain that the valué of the Currency depends on the 
relatíons of supply and demand. Were the demand greater 
thanthe supply, whatever might be its origin, depreciation 
would be impossible. 

It is equally certain that the demand can be largely infiuenced 
by speculation of every kind, and that as soon as the extra- 
ordinary demand it originates ceases, the valué of the currency 
must suffer proportionately, unless the reduction of the demand 
is compensated in other ways. 

Thus in 1890-92, the combined influence of speculatíon and a 
real increase in the local demand for currency due to the 
growth of leg^timate business succeeded in maintaining the 
valué of the currency 116 per cent, above the valué it would have 
attained if the same rate of demand had been maintained as in 
1889. 

In 1893, although the natural increase of the demand due to 
the growth of population continued, and the reductíon of the 
'international' demand showed less shrinkage than in 1890-92, 
if compared with 1889, the collapse of speculatíon so reduced 
local business that the demand was quite unable to maintain the 
market exchange at a rate more than 32 peí cent, above the 
valué that otherwise corresponded to the quantity incirculation. 

If, then, the operations of speculation tend to raise the valué 
of the currency, the irresistible conclusión appears to be that 
speculation should be encouraged! 

It must, however, be borne in mind that speculatíon operates 
by raising or lowering prices artificially, and often without real 
cause; such alterations of valué can, however, persist only so 
long as the speculatíon itself is maintained; and when it fínally 
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oollapsesj as it must (unless supplemented by real causes, when 
it ceases to be speculation ) and prioes f all or rise again, the 
demand most likewise retum tb the statu quo^ntes, with the 
aggraTation of the transfer oí a portion of the wealth of the 
ooontry to foreigners, that is the invariable resalt of such 
speonlative manía. 
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The Currency 



The history of the Brazilian currency, like that of the Argen- 
tine, is that of abnost uninterrupted depreciation ; its valué 
having fallen 85 -per cent., from 67J pence in 1883 to lOd., its 
present valué. Even this tremendous depreciation is, however, 
leas than that which the Argentine currency has ezperienoed, 
that is more than 98 per cent, since the fírat emission of 
paper-money was made by the Province of Buenos Aires ! 

The "Rio News'* thus describes the manner in which the 
dei»«ciation has been brought about, and the successive reduc- 
tions of the standard valué of the currency effected. 

" During the colonial periods the remittances from Brazil to 
Portugal were made in gold ingots, or in " Johannes," a gold 
coin valued at 6$400 reis or £1 los., the par oí exchange being 
5b. Tjd. per milreis. 

" This par oí exchange was not changed until 1853. 

** In 1808 the arrival of Don JoaoVI. effected a radical change 
in the social, political and commercial life of the country. The 
ports of Brazil were then, for the fírst time, oponed to foreign 
commerce, and many foreign merchants became resident here. 

"The King and his Court were poor and greedy, and the 
revenues of the colony were far from sufficient for their demanda. 
Seoourse was first had to the coinage of sUver, which yielded a 
profít of 20 per cent. To facilítate this, the Spanish dollars 
brought from Perú by the homeward bound treasure ships, were 
largely bought up at 800 reis "fortes '' each, and then stamped 
960 reis, the Spaniards acceptiag drafts pn London, or gold, in 
paytnent. 

" These transactions and the rapidly increasing import trade 
of the colony, drained the market of drafts and gold, and the 
rate of exchange soon ranged at 6s. 8d. to 78., going even to 8s. 
2d. in 1812-13. 

"It soon happened, however, that the 'weak' (fraca) silver 
coin exceeded local requirements, and, as gold was no longer 
current, it practically became legal tender, and was used in the 
purchase of exchange on foreign countries. The rate then began 
to fall until gold passed its par valuation and was quoted at a 
premium, the rate being about 4í. 7d. 

" The merchants then remitted gold in pref erence to bilis, and 
this soon exhausted the supply of gold coin which remained 
in the country. 



- 160- 

« 

" The Portuguese Court then had recourse to another expe- 
dient — the issue of paper currenoy — which in 1819 became 
redundante and depreciated to sueh an extent that it wa8 neces- 
sary to declare it a legal tender by law. 

" This canaed a fnrther fall in ezchange, which stood at 4<, at 
the time of Don Joao's departure írom Brazil. 

** During the first Empire the sitnation beoame even worae, 
owing to unwise bank legislation and the cveatíon of a foreign 
debt. In 1823 exchange had fallen to 38. lid. A foreign loan was 
then secured and the rate improved, the quotatiomi ranging 
from 4s. 4<i. to-48. 8<i. at the end of 1825 and the beginning of 
1826. The rate then dedined again under the influenoe of 
foreign and domestic tronbles nntil in 1830 it reaohed the 
alarmingly low quotation of Is. 6d. to 1«. 7d. This was a muoh 
greater f aU than anything we have since ezperienced. 

** Under the Begency many reforme were instltnted for the im- 
provement of the national finances, among which was the 
liqnidatioa of the bankrupt bank of issne and the snbstitation 
of its depreciated notes by others issued by the Treasory. In 
1833 the coinage was revised, and the *par of exchange' was 
fíxed at 38. l^d, per milreis. The current rates improved rapidly 
for a time, but failed to reaoh the i>ar established. 

" In 1846 another change was made in the monetary valnes of 
the conntry, and the present par rate of 28. 3d. per milreis was 
established. ünder this standard the lowest point reached, 
previous to the present crisis, was l8. 2d. in 1868," 

The increase of the paper money in circulation has f oUowed no 
regular course, but has been emitted indifferently during high or 
low exchange in obedience to the caprice or necessities of the 
emitting authorities. The amount of currency in circulation 
during the three periods, 1, 3 and 5 of high or rising exchange, 
did not exceed Bs.lS^OSO, per head and during the three periods 
of low exchange 2, 4 and 6 rose to an average of Rs. 26$852. 

The quantity of paper money in circulation depends on the 
caprice of the emitting authorities and cannot, therefore, be an 
effect but a cause of its depreciation. 

Although the emitting authorities can arbitrarily interfere 
with the valué of the currency, they cannot fix its valué, which 
depends on circumstances beyond their control j ñor yet can 
they forcé into circulation a larger quantity of paper-money 
than that for which a positivo demand exist, except by depre- 
ciating the valué of what is already in circulation. The quan- 
tity of even metallic currenoy is regulated by considerations of 
supply and demand, and when the mechanicalmethod of adjust- 



9 ^ 


7 ^ 


S 6 


9 76 


í¿? 5 


f S 


? 4 


s «k >?^^ 






















6E¡ 


m 


ON 


< 


íir^ 


Tstr 


rA 


fSS/í 


¥S 


WM2 


lOÁ 


/ifS 
















-e^ 






,. .J 














¿7. 






/ 


\ 












ze 




i 


f 


\ 












2f 








\ 












Vi 




/ 




\ 












H2. 


^ 


f 




\ 










f?i? 


/ 


















Al 


'j 


N 


/ 














20 


/ 


















19 


/ 


















ífí 




















V 


















y^ 












\ 








1ó 










\ 








ik 










\ 








7.? 










\ 










72 










\ 




S 


\^ 




77 










\ 






\ 


* 


7¿| 










^ 










í 












»s 








/? 














\ 






7 
















■s 


» 


/ 


•-mo 


ley 


inc 


ircu 


a^io 


H OB 


iltí 


has 


a.(>i 


_í 




















*Wf 


s s 


T ff 


^ 1? 


9 i 


9 


í_i 


z s 


3 9 


L-Z 


Í2£ 
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Paper-Monby 




IN CIBCÜLATION 


POPULA- 


PER C A PITA 


TION 


Currency 


Gold 




Es. 


R3. 


Milliona 


11$984 


113485 


8.00 


9$730 


93483 


8.10 


9$642 


83626 


8.20 


101930 


103930 


8.30 


11$874 


113874 


8.40 


11$703 


10:^782 


8.60 


12$825 


113519 


8.80 


13$164 


93360 


8.90 


131701 


93353 


9.10 


195701 


133773 


9.30 


20$266 


163092 


9.50 


191774 


173715 


9.70 


18$380 


173432 


10.00 


18§050 


173340 


10.25 


171437 


163220 


10.50 


161918 


163918 


10.75 


16§311 


153292 


11.00 


15$941 


145952 


11.25 


188167 


143930 


11.50 


18$451 


153940 


11.75 


17^973 


143810 


12.00 


17$329 


143479 


12.25 


16$982 


133247 


12.50 


16$548 


133140 


12.75 


163125 


123467 


13.00 


15$638 


103640 


13.25 


15$809 


123036 


13.50 


143712 


123186 


13.75 


14$662 


133640 


14.00 


13$909 


133909 


14.25 


23$223 


193329 


14.50 


341830 


213725 


14.75 


373214 


163385 


15.00 


42$282 


183009 


15.20 


1 453116 


163814 


15.60 


1 493316 


— 


16.00 
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ment tliat it foUows is interfered with, the ineTÍtable result can 
be ovly attained by the depreciación or appreciation of what is 
already in circnlation. 
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That the actual depreciation of the currency is the effect prin- 
cipally of excessive issues of paper money since 1889 is generally 
admitted, but great difficnlty is encountered in attempting to 
reooncile this theory with the fact that, whatever the quantity 
may be, it seems to be never sufficient to satisfy the demand f or 
the circulating médium. From this it has been argned that the 
supply cannot be excessive, or that, if f ormerly so, it is not any 
longer; because the demand has grown in a similar ratio. 

This confusión of ideas arises from failing to distinguish 
between cause and effect. The depreciation of the currency is 
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the effeot, and not the cause of an exoessive snpply. The de- 
mand for the circulating médium ia a demand for a suffioienfc 
amount of money with which to effect the usual operations of 
exchange; if, then, the supply is inoreased so that it exceeda 
the necessities of these operations it must he either reduced in 
quantity or depreciated, and its depreciation continué until the 
supply and demand again balance. 

If, therefoie, ezohange is falling, it may he safely ooncluded 
that the supply is still excessive, as otherwise it could not fali 
any f urther. 

If exohange rises it is a proof that the supply has diminished or 
the demand increased. When the quantity of paper money is 
invariable the rise of exohange raises its Talue and thus again 
balances the supply with the demand. An inconvertible and 
depreciated currency can never be excessive becáuse immediately 
it tended to become so a new depreciation must again reduce its 
valué, and thus re-establish the equilibrium of the supply and 
demand. 

It may, however, become insufficient, as in 1889 when exchange 
rose to 28d., and paper money to a premium ; because when the 
increasing demand has raised its valué to par, the máximum 
arbitrarily established by law, it can go no further, except for a 
short time sufficient to admit of buUion being imported. If 
af ter raising the valué of the currency to par the demand con- 
tinued increasing whilst the supply remained unaltered, the 
amount in circulation would be then insufficient, but would be 
remedied by the importation of bullion if intemational exchange 
continued sufficiently favourable. Unless the circulation could 
be thus supplemented the emission of paper money must be 
either increased or the supply remain insufficient. 

The diagram fronting page 160, represents the curve that 
the variations in the real valué of the currency havefoUowedsince 
1861, and that of the variation that corresponds to a oonstant 
local demand ofllKXX), per capita,the coefficientof the actual cir- 
culation in 1881. The fírst is represented by a red, and the latter 
. by a blue line. The variations of the second have been determined 

by the equation of valué v' = ^ÍE. 

Ds\ 
When F. =27di>ar 

D = d' = 111000 
8 & s' = the average annual 

quantity in circulation. 

In spite of the differenoes between one curve and the other, 
due to the demand being a varying and not a oonstant quantity 
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as is generaUy iniagined, the general resemblance and tendency 
oí each la so similar thatitbecomes diffictilt to understand how 
itcan possibly be disputed that the variations in supply, or 
quantity oí currency In drcnlation, must be a powerf ul factor in 
determining its yalue ! 

Neyertheless it is constantly disputed; and twoeminent states- 
men, V. de Duro Preto and Dr. Buy Barboso, are both agreed 
tbat the quantity oí paper-money does not affect the valué of 
the currency; a theory that they have apparently evolved 
f rom their inner oonsoiousness and f rom their belief in the en- 
joyment ci exceptional privileges by their conntry. Why Brazil 
should be regarded as an exception to the economical laws that 
rule other oountries is not explained. What this dangerous ten- 
dency, to regard Brazil as an exceptionally fayoured communil^ 
to which ordinary rules do not apply, yery clearly indicates is 
that Political Economy is either very little understood in this 
country, or that it is not reg^ded even by the most adyanced 
thinkers as an ezact science, or thought to haye yet emerged 
from the empiric and speculative stage. 

Dr. Ruy BarboM^in the report of the Ministry of Finance for 
1891 States that: 

" It has been the habit amongst those that consciously or 
unconsciously continué under the Eepublic to promote certain 
imposing speculative interests, that have been left as a legacy 
by the precocious senility of the monarchy, to stimulate the 
prejudice that observes in the excess of the circulating médium 
and exuberant emissions of paper money the origin of the 
osciUation in the rate of our exchanges. To this fallacy Sr. Affonso 
Celso (Vizconde de Ouro Preto) replied not long ago in a speech 
in the chamber of Deputies, I8th May, 1879. 'The proof,' hethen 
said, ' that the quantity of paper-money in circulation can have 
no power in this market to depreciate the rate of exchange is f ur- \ ^^ \ 
nished by three highly signifícative facts. The years 1859 and 1860 * 

mark the period of the greatest expansión of local credit, when 
the emission of paper-money also suffered its most rapid and 
considerable increase. Metallic money disappeared from the 
circulation and new emissions were made by the Treasury, by 
several banks, and by their branches. The 50.000:000$ that were 
then in circulation were rapidly increased to 90.000:000$, but 
exchange did not fall, but positively rose to 27d. Fifteen years 
later exchange stood between 23 and 25 pence, when a fínancial 
crisis broke out ; the banks were threatened, and the Government 
believing it to be its duty to assist them authorised a new emis- 
sion of 25.000:000$. What then happened ? Exchange far from 
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falling rope, as it was gradnally emitted, to 28d. andeTen higher, 
to 28§d; alid, on the contrary, when the Government later on 
attempted to cali in the fresh emission exchange fell to 24 
pence. Even now, on theoccasion of the decree promnlgated by 
my predecessor, (anthorizing an emission of 40.000 000$) no' fall 
of exchange occurred, on th« contrary, it rose. It can, thcrefore, 
only be concluded that the qnantity of paper-money in cironlation 
exercises no inflnence on the rate of exchange." The experienoe 
of the Bepublican period (1889-1891)," adds Dr. Buy Barboso, 
*' is not opposed to, bnt corroborates this conclusión ! " 

Both the V. de Onro Preto and Dr. Buy Barboso single out 
one on)y of the multitudinous factors that influence the c«>arse 
of exchange for observation, and because the market rate of 
exchange, or ultímate valué of the currency, which is the resnl- 
tant of all the different causes that react upon it, has not suf- 
fered, rashly condude that the aotion of that particular factor 
could not only never have been prejudicial but was absolutely 
benefícial, without having previously decomposed the resultant 
into its elementa or primary factors, and then determined the 
independent action of each ! 

It has been already pointed out how the emission of paper- 
money merely in substitution of the metallic currency would 
produce a purely transitory depreciationso long as intemational 
exchange remained favourable. This is precisely what occurred 
in 1859-60. The paper-money in circulation was increased by 
40.000:000$ and raised the coefficient to about 11$000. 

This emission drove abroad its equivalent in gold, so that in 
reality no increase of the currency had occurred, but merely a 
substitution. When gold had emigrated to the valué of the 
increased emission prices retumed again to their normal level, 
and exchange topar, intemational exchange having been mean- 
while uniformly favourable, whilst the foreign loans of 1858, 
1859 and 1860, undoubtedly, powerfully influenced the final 
result. It was, therefore, perf ectly practicable in 1850 to increase 
the amount of paper money in circulation without any apparent 
depreciation. 

Fifteen years later, the V. de Ouro Preto states, the emis- 
sion of 25,000:000J f ail*)d to depress exchange, which rose, on the 
contrary, to 28d., but forgets to take into consideration the 
simultaneous influence on exchange of a foreign loan negotiated 
in 1875, the sama year, for £5.000,000. 

If, again, exchange did not fall in 1879 in consequence of the 
issue of 40,000:000$ it may be certainly concluded that it was 
because the very large importation of foreign capital that took 
place at that date for construction of Eailways, etc., or thefavour- 
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able l)alance of intemational trade prevented it f rom doing so^ 
and not because the sequence of the phenomena that must con- 
trol such matters had been modiñed by Bome speoial Providence 
for the occasion. 

It is a dangeronR and mischievous practioe, certain to lead to 
deception, to attemptto found g^eneral dednctions on the obser- 
Tation of iaolated phenomena withouttakinginto sufficient con- 
sideration the oollateral effect of all the rest. 

To be able to determine the real cause of any rise or fall in 
exchange, or to state positivelj that a specific cause has afFected 
the valué of the currency in a specifíc manner, it is indispens- 
able to weigh the proa, and eons, of all the different factor» 
that exercise an influence on the course of both intemational 
and nominal exchange ; in which must be induded the increase 
of foreign capital, the morement of imports and exporte of mer- 
chandise and bullion, the increase or decrease of foreign pay- 
ments and a multitude of elements besides the mere increase 
or decrease of the circulating médium ! 

Of all the social sciences none has yet attained the same 
relativo degree of positivism as Folitical Economy. Fifty 
years ago M. León Say in his treatise of Political Economy 
wrote: — 

" Les valeurs et les quantités dont elle s'occupe, étant suscep- 
tibles de plus et de moins, sembleraient devoir entrer dans le 
domaine des mathématiques, mais ellessontenméme temps sou- 
mises á Tinfluence des facultes, des besoins, des volontés des hom- 
mes; or on peut bien savoir dans quel sens agissent ees actions 
diverses, mais on ne peut pas apprecier xigoureusement leur 
influence, de la Timpossibilité d'y trouver les données suffisam- 
ment exactos pour en faire la base d'un calcul.*' 

Since that was written both Economic Science and the oolla- 
teral and methodical study of Statistics have taken great strides 
and warrant thebelief that not only will the inevitable sequence 
of economical phenomena be ultimately determined by laws as 
mathematically precise as those that regard the movements of 
the planetary system, but that even the purely moral 
influence that the váriations in such elements as will introduce, 
will fínally be also reduced to its mathematical equivalent. 

What Hume and Comte term the ' invariable antecedent,' if 
searched for in explanation of the apparent inconsistencies of 
economical phenomena, will be found to be always reducible to 
a positivo quantity, and the váriations that other factors of an 
abstract character, such as speculation or politics, to which weare 
all so dippoeed to attribute the váriations of exchange, to be 
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purely transitory, the real and ñnal course of thingB being as 
little affected thereby as that of the sun or of the everlasting 
stars thetnselves. 

With snch a vast and promising fíeld for investigation and 
reform it is surprising that the numerous school of Brazilian 
Fositivists should have confined their attention almoet exclu- 
siyely to other branches of Sociology, which, being less advanced, 
are less likely to yield immediate resulta of a practical natore. 

The general rise in pnces, that must resalt from either an 
increase in the volume of the currency beyond the normal de- 
mand, or of a f all in international exchange, will ultimately aftect 
all commodities aUke, nnless arbitrarily interfered with, but 
will not do so simnltaneously ñor uniformly. 

Some prices rise simultaneously and in the same ratio as that 
of bnllion, as has been already demonstrated, whilst others only 
rise slowly and at long intervals. 

The influence that this differential rise in prices ezercises 
on the cost of prodnction and exports is most important, and 
has never been properly analysed or appreciated, though, in a 
general way it is now admitted that the depreoiatioü of silver 
has in some manner served as a stimulus to production in 
countries that use a purely silver currency, such as India and 
Japan, and that the depreciation of other currencies, such as 
that of the Argentina, has operated in a precisely similar 
manner, and placed those countries in a position to compete 
with others which employ gold currencies on moreadvantageous 
terms. 

The fírst commodities to rise in price on account of a local 
depreciation of the currency must be exports and bullion, that 
will rise simultaneously and uniformly so long as the foreign 
demand remain the same. 

This will be followed by a rise in the prices of imports, but in 
a less ratio, for reasons already explained. The pricef? of labour, 
and of local products not likewise imported or exported will 
foUow more slowly and with small additions at long intervals ; 
and fínally the rise will affect even official fíxed salaries. 

The only valúes that will not rise at all will be those of public 
seciurities and fíxed charges, and of debts payable in currency ; 
these must, consequently, suffer a depreciation equivalent, not 
to the rise in the price of bullion, but to the average rise of all 
prices 

There is always a considerable interval between the rise in 
the price of bullion and exports and that of labour and local 
valúes, such as rent, food staples, &g ; and it is, unquestionably, 
this differential rise of prices that conferssuch great and positivo 
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adyantages on prodnction and exporte, by reducing their real 
ooet and raising profits, as, althongli if the depredation con- 
tinué long all prices must nltimately reacli the same ratio from 
which they started, in the meantine the advantages secnred 
are positive and would haye communicated a great impnlse to 
prodnction. 

The great danger lies in the improvement of exchange, that 
is liable to destroy the adyantages thus attained ; as, when 
exchange once commences to rise again, the prices of exports 
must fall immediately, whilst those of imports and local yalues 
will fall less and more slowly, and, consequently, the cost of 
prodnction likewise, just as they had risen tardily preyionsly, 
and thus reduce profíts and discourage enterprise. 

To take an example we find that the pnce of labour in the 
faetones of the Co. Union Fabril of Rio Grande has risen from 
the year 1889 to 1893 from 1$500 to Rs. 2|3&8, equiyalent to 
53.1 per cent. ; whilst the prices of exports and bullion haye 
risen 151 per 6ent. 

There is, howeyer, no reason why wages should rise precisely 
in the same ratio as exports and bullion ; on the contrary, there 
are solid reasons why they should rise less, which consequently 
they will do ; because, eyen if all labour were to rise precisely 
in the same ratio as exports and bullion, there would still be 
some other prices, especially those of imports, which, in con- 
sequence of the action of the customs' tariff, would haye risen 
less, and so wages, although in this case they would haye 
only preseryed their normal price, would haye surpassed their 
normal yalue. 

Eyery successiye increase of wages will, howeyer, diminish the 
difiíerence between the prices of local yalues and those of 
exports, until the point will be reached when the difference will 
correspond men ly to that between the rise in the prices of 
imports and that of exports, due to the influence of the customs' 
taiiff. If, howeyer, this adyantage were destroyed by the 
recoyery of duties on a gold basis, ultimately wages, and conse- 
quently all prices, would haye risen alike, and no attempt of 
capital to preyent it will then succeed in keeping wages below 
their proper price so long as the demand for labour is in excess 
of the supply. 

The rise in the prices of different local yalues and of labour is 
neither capricioas ñor arbitrary, as is generally snpposed, but 
must obey definite and precise laws both as to the manner, 
sequence and rate of inorease. 

As has been already shown, if eyen theie were no f oreign trade 
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at all a sudden inorease of emission woold raise príoee ; but i*i 

this oaae the ríse would be uniform and aifect eyerything alike, 

80 that there would be no alteration of valúes. 

In point of f act, when exchange faUs^ whatever may be the 

causOj the prices of exporta and of importe must rise, the 

formar in the same ratio as gold and the latter in a aomewbat 

lesa ratio, and, consequently, a disfcurbance of áll valúes wiU 

ensue. 

The f all of exchange would have been brooght about by the 

demand f or exportable products exceeding the supply : the 

price of exporte and of bullion, therefore, would have risen in 

proportion to the exceso of the demand to the supply, by which 

the rate of exchange is regulated, and those of imports would 

have also risen by their increased cost of production, but not in 

the same ratio, in fact much less. There being no increasein 

the demand for products of purely local consumption (such 

as black beans farinha, house rent, labour, etc.,) their prices 

would not be directly affected by the fall of exchange except 

so far as their cost of production was affected by the rise of 

imports and, consequently, would not rise on this account. 

To take an example, beans and farinba will continué to 

exchange in precisely the same proportions as before the fall of 

exchange, but their valúes in relation to exports and imports 

will have undergone a change, and the same quantity of farinha 

and beans which originaUy exchanged for a certain quantity 

of coffee and all three for the same number of milreis, will do 

so no longer; more farinha and beans will be necessary to 

purchase the coffee and their valúes must be readjusted until 

they suffice to exchange for the same quantity as before. If 

then two sacks of beans sofficed originally to purchase one sack 

of coffee and one of farinha, when each were worth 5$000, if coffee 

rose to 10$000 the price of one sack of beans must be advanced 

until it still continúes to exchange for the same amount of fa- 

rinha and of coffee as previously to Bs. 7|500 and not to Rs. 

101000 as would appear. 

„ cj 1. * TI -11 (1 Coffee = 101000 

2Sa<)kofBeans wiU=| i F^Hnha = 5$000 



151000 
1 Sack therefore = 7|500 

The price of farinha will, therefore» have risen as that of beans, 
but their valué in relation to exporta (coffee) and imports 
will have been reduced; they will continué to exohange for 
each other as before, but for less quantities of imported and 
exportable commodities. 
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Even this rise will not be immediate^ and in the meantime, 
more beans must be given for tiie same quantity of farinha and 
ooff ee, or leas bought. ültimately, however, if the f aU of ezohange 
persist, the rise in the pidce of exporta and imports must affeot 
the prioe of labour, so that less beans will be produoed for 
51000, and their price must rise until it becomes eqnivalent to 
the rise in labour and to that of the exportable products and 
imported commodities consumed in their produotion. 

In the same way the prioe of labour must rise. If a labourer, 
who eamed Bs.30(000 a month and was aocustomed to spend 
Bs. 20$000 in farinha, beans^ meat and other inexportable local 
products and Rs. 10|000 in dothes, coffee, and other imported 
and exportable commodities, f ound that on account of the rise 
in prices, consequent on the fall of exchange, he would now 
require to spend 1ü$000 on these last, he must either curtaü 
his local expenditure or go without some of the cofiíee and 
olothes, or else raise the price of his labour. At fírst he would 
probably have to sacrifico his expenditure/ but, ultimately, the 
demand for labour being greater than the supply, wages would 
advance from $30 to $35, increasing 17 per cent., whilst 
exports and imports had risen 50 per cent. The rise in the price 
of wages would then react as in the amount of his other local 
expenditure, which would also rise, and so his wages would be 
again insufficient, and must be again increased until, fínally, 
the prices of exports, imports, and labour, and of unexportable 
products for local consumption not likewise imported had 
all attained the same level, eqnivalent to the rise in the pnce 
of bullion. When this occurred, wag^s could rise no further, 
because, if they did, the local prices of exports and local 
manufactures would be in excess of the foreign prices, the 
demand would fall off, and prices fall again; in the case of local 
manufactures the fall being brought aboufc by the competition 
of foreign imported goods. 

In a similar manner rents must rise also. The cost of building 
must be afifecteÜ by the increased pnce of imports> and labour 
and rents rise proportionately. If little or no building is 
going on the rise wUl be produced in the same manner as that of 
wages by the necessity of the landlord readjusting the valué of 
rent to the general rise of prices. 

Salaries, especially official, will rise last of all, because the 
supply of this class of labour is largely in excess of the demand. 

The rise in the prices of labour to the same level as those of 
exports and of non-exportable products not likewise imported 
wtU be, however, extremely slow, and that of imports will not 
rise at all to that level unless duties are likewise levelled up to 
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the par valué. Prodnction and exporte will absorb the whole of 
the advantages that this differential ríse of prioes créales, local 
manufactures finding in it merely a compensation for the disad- 
Tantages created by the reduction of duties that the fall of ex- 
chango has brought about. 
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The prioes quoted for farinha, beans, lard, rice and pine boards 
are those of the producing market. Porto Alegre. 

The prices of dried meat sugar, kerosene, etc., are taken from 
annual review of the Jobnal do Commebcio of Bio Janeiro. 

This table shows that the prices of local produce neither 
likewise imported ñor exported, as well as that also imported, 
and the prices of imports themselyes have not increased in the 
same ratio as those of exports and of bullion in six cases out of 
eight ; whilst the most notable exception, farinha de mandioca, 
has risen much more, from 2|000 to 13$000 per sack, proving 
this exceptional rise in price to be the effect not only of the gen- 
eral ríse of prices eaused by the fall in exchange, but also of the 
increased local demand for this particular product by other parts 
of the country, which, whilst population has rapidly increased, 
have not augmented their production in proportion. 

Amongst the imports the most notable exception to the 
general rule is that of wheat flour, which has positively fallen in 
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price from 17$500 in 1888 to 10$076, in lien of rising ; the 
reason for this apparentcontrodiction is to be foiind, likewise, in 
in the relations of snpply and demand, it being well known that 
in consequence of the enormous production the pnces of wheat 
and flonr have fallen nniversally, and elsewhere even more than 
in Brazil ! 

In consequence, the rate of the general rise in pnces will cor- 
respond to the ratio between the expenditure on acconnt of ex- 
portable and imported commodities and that for oommodities 
of local production neither exported ñor imported and other local 
charges, such as rent, taxes^ etc. 
This ratio will vary in every case according to the customs and ' 
habits of different dasses and even of individuáis in the same 
place. It will be greater in towns than in the country, and 
amongst the upper than the lower classes ; and explains why the 
depreciation of the currency is scarcely f elt by the latter, whilst ^ 
its slightest varíation affects the com fort of the former class. 

It must not, however, be expected that thevariations of prices 
will correspond predsely to this rule, because prices are con- 
troüed not only by the cost of production but also by the varia- 
tions of supply and demand. 

With the object of obtaining an illustration of the manner in 
which the rate of wages and of profíts are affected by variations 
in fche valué of the currency, the operations of the Fabril and 
Pastoril Company of Rio Grande have been analyzed in detall 
since the commencement of its operations in 1884. 
/ This Company may be regarded as typical of a properly con- 
ducted mauufacturing business, as also of the general rise and 
fall of both wages and profíts. 
^ — Tuming to the table fronting page 177 it wiU be found that 
wages undcrwent the following variations since 1885, when the 
average wage was 11600 paper per diem equivalent to IflOO gold 
at the then rate of exchange 18 yV P^nce. 
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Ezchange rose in 1886-1889 to an average rate oí 25|, or 20.4 
per cent., but wages f ell only 1.5 per cent, estimated in currency, 
and show a positiye increase eqnivalent to 28.2 per cent.if redu- 
ced to their gold valué. Inverselj when exohange f ell in 1890-94 
to an average rate oí 12 -^^ penoe, or 47.4 per cent, estimated by 
their gold valué, wages only rose 10.4 per cent., if estimated at 
their real valué although their nominal or cnrrency rate had in- 
creased 15.0 per cent. 

For comparative purposes the standard rate oí wages adopted 
has been ñxed at 1|200 gold per diem. For the whole period of 
10 years, 1885-1894, the rate of wages shows an increase of 14.2 
over the initial currency rate of 1|600 in 1895, but a depreciation 
of 3.08 per cent, compared with the gold standard. From 1885 to 
1887 with a rising rate of exchange, wages showed a slight appre- 
ciation of 0.34 per cent, in their real valué, which increased to 
14.33 per cent, in 1887-90 when exchange rose topar whilst during 
1890-1894, when exchange fell violently to an average of 15i 
pence, the real valué of wages was depreciated 21 per cent. In 
1894 in spite of the rise in nominal wages from 1$793 in the 
previous year to 2(358, the depreciation, with exchange at 10| 
pence, was 21.5 per cent, and still continúes. The greatest de- 
preciation of wages was in 1893 when it reached 34.8 per cent., 
and the greatest appreciation 37 6 per cent, in 1888 when ex- 
change rose to par. 

This table demonstrates indisputably, if indeed any proof were 
required, that the rate of wages neither f alls ñor rises in the 
same proportion as the appreciation or depreciation of the cur- 
rency but always in a less degree. If similar careful analysis 
were effected in regard to other classes of labour in different 
parts of the country it is certain that similar results, though not 
identical in all cases, would be obtained. There is unques- 
tionably a settled máximum depreciation for each locality that 
cannot be exceeded without causing disturbance of the relations 
of Labour to Capital; a máximum which varíes with the different 
standards of living in different trades and localities, which in 
turn are determined by the general ríse of prices, and not that 
of gold or exportable and importable commodities only. 

In order to analyse the manner in which the profits of the 
Company have been affected by the ríse or fall of exchange it is 
indispensable to reduce both the capital and profits realized to 
a standard valué, as no comparísons can be instituted on the 
basis of paper-money of oscillating valué. 

Tn order to reduce the Capital of the Oompany to its real or 
gold valué it has been divided into " fixed " and " ciroulating." 
The fixed Capital is represented by the expenditure as shown in 
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the Company*8 annuial balances on acconnt of inachinery, btiild- 
inga, etc., reduced to itsreal orgold valué at the averag^ exchasge 
for the year in which each sepárate ezpenditure took place. The 
circnlating capital, beingpreserved in CTiirency, has been reducid 
to gold at the average rate of exchange for each year, and the 
snm of the two, fixed and circulating capital, then represents the 
real or gold valué of the capital invested for any year. From 
1885-1888 no circulating capital was employed, and was probably 
substituted by loans, which probably accotints fOr the com- 
paratively low rate of profits for those years. 

The average capital employed for the 11 years 1884-1894 was 
Rs. 1.498:8181 currency, but reduced to gold in Ihe manner de- 
scribed, was only Rs.976:218$. 

Gross profits represented 17.81 per cent, estimated in currency 
on the currency capital for the whole period 1884-1894, and redu- 
ced to gold yielded a profít of 19.0 per cent, on the gold capital 
employed. Profits estimated in currency were 11.23 pee cent, from 
1884 to 1887 with a rising rate of exchange, 14.91 per cent, from 
1887 to 1890 with exchange about par, and 24.25 per cent, from 
1890 to 1894 when exchange fell lower than it ever had before. 
The same precedence is observed in the rate of gold profits which 
were 11.06 per cent, in 1884-1887, 18.8 per cent. 1887-1890, and 
22.3 per cent. 1889-1894, calculated on the real gold capital em- 
ploytíd. 

That the capital reduced to gold in the manner indicated 
represents its real valué is evident because, allowing for deprecia- 
tion and appreciation of property and plant, it represents their 
true cost and that at which both the fixed and circulating capi- 
tal oould be replaced, the true test of valué. 

The aggregate profits resulting from the fall of wages below 
the standard, 1$200, for the whole period 1885-1894 amounted 
only to 5:510$ gold, the profits of one period being almost balan- 
céd by the losses of another. The average dividend actually 
distributed was 13.45 per cent, in currency for the whole period 
it was greatest in 1894, 22 per cent. In gold it represented a 
dividend of 16.7 per cent, on the real capital employed for 1894. 
The advantage gained in the long run from the depreciation of 
wages has not, therefore, been so considerable as might be 
imagined, and only amounted to about 3 per cent, of the gross 
profits realizéd. Of late years, however, owing to the extraordi- 
nary depreciation of the currency profits of this origin have in- 
creased immoderately, being in 1893 Rs.ll5.890| gold, or more 
than 33 per cent, of the gross profit realizéd ! In 1894 a rise in 
the rate of wages reduced this class of profits to more modérate 
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dimensions, 61.544$ gold or 14.3 per cent, of the gross profits for 
that year. 

Undoubtedly, the oonstant oscillations in the valué of labour, 
that the changeable valué of the círculating médium entails, is 
a most serious and unsatisfactory feature of our economy, calcu- 
lated to créate endless disturbances and di&igreements between 
Capital and Labour, one of which must be the sufPerer by every 
oscillation of exchange. The advantage that Capital and In- 
dustry are now gaining, partly at the expense of labour, in conse- 
quence of the depreciation of the currency must inevitably be 
lost again when exchange commences to rise. 

Any means of arriving at something like stability in regard 
to the rate and valué of the wages of labour would, theref ore, be 
a boon not only to labour but to the nascent industries whose 
prosperity and very existence might be seriously threatened 
by any violent improvement in the valué of the currency. 

In regard to bhe increase in the profits of production result- 
ing f rom the depreciation of the currency Stewart Mili remarks, 
in agreement with most other Economists, that ** There is no 
way in which a general and permanent rise in prices can benefit 
anyone except at the expense of some one else ;*' and in respect 
to the species of forced transfer that the depreciation of the car- 
rency effects f rom Creditors to Debtors goes on to say, " this 
might be regarded as an advfcntege to Industry, since the pro- 
ducing classes are great borrowers and generally owe larger 
debts to the unproductive classes than these owe to them, espe- 
ciaUy if the National debt be included. It is only thus that a 
general rise of prices can be a source of benefit to anyone, by di- 
minishing the pressure of fixed burdens, and this might be ac- 
counted an advantage if integrity and good faith were of no 
more importance to the World and to Industry and Commerce in 
particular." 

Any attempt to deliberately debase the coinage or deprecíate 
the currency with the object of obtaining the immoral advantage 
that such a proceeding woul4 confer on debtors at the expense 
of creditors would, doubtless, merit even severer strictures ; but, 
had Stewart Mili a wider acquaintance with the modvis operandi 
oí a chronicaUy inconvertible currency, he would unquestionably 
have qualifíed his denunciations, and admitted that a deprecia- 
tion of the currency may confer great and general advantages 
whilst the injury inflicted on certain classes is not so great as it 
appears. 

It is true that the depreciation of the currency will inflict a cer- 
tain deg^ee of nominal loss on creditors for the benefit of debtors, 
but this would be a absolute equivalent loss only if the currency 
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had never been previoosly depreciated and the debts had been 
contracted f or a real valué in excess of that at the depreciated 
rate; but if all debts were rednoed to tHeir real valué at the cur- 
rent rate of exchange at which they were contracted, especially 
if the National debt be included, the nominal or apparent loas 
would be considerably reduced in some instances, and in others 
dÍBappear altogether. 

There is no log^c in the pretensión that attempts to bind the 
debtor but leaves the creditor f ree to take all and every advan- 
tage that the osciUations in the valué of the cnrrency may 
confer. 

If a moral obligation exist on the part of the debtor to in- 
demnify the creditor for any loss that the f urther depreciation 
of the cnrrency may inflicta surely a similar oblif^tion must 
exist on the part of the creditor, when by an accidental improve- 
ment in its valué, to which he has oontributed perhaps little 
or nothing, a similar loss is inflicted on the debtor ! 

In 1890, previous to the conversión of the 4 per cent, gold 'apoli- 
ces,' the nominal valué of the internal debt payable in cnrrency 
(apolices) was £3.381.6o7:704|. If this nominal valué be reduced 
to gold at the average current rate of exchange of the year in 
which each sepárate amount was issued it will yield a real valué 
of only Es.307.072:198# actually received by the State, the dif- 
f erence between the two representing the excess that the State 
must pay if redeemed at par, and is equivalent to a positivo loss 
of 19.5 per cent ! 

The average real valué received would yield the equivalent 
nominal valué at an average rate of exchange of 21}d., that, 
may, therefore, be regarded as the true par valué of ' Apolices* 
that is, the valué that would yield neither profít ñor loss either 
lo debtor or creditor ! 

The holders of ' Apolices * payable in cnrrency constitute oer- 
tainly the clase most injured by a depreciation of the cnrrency. 
It will be, therefore, interesting to examine what the real iujury 
inflicted amounts to were the present holders likewise the origi- 
nal purchasers, and whether it is not in a great measure com- 
pensated indirectly in other ways. 

In point of fact, as long as the holders of 'Apolices' continué to 
reside in the country, they will, in consequence of the deprecia- 
tion of the cnrrency, suffer from a depreciation in the real or gold 
price of their securities, but not from an equivalent depreciation 
of their valué. Their nominal or cnrrency prices wül remain unal- 
tered and continué to purohase, if not the same quantity of com- 
modities as previously, at least a quantity that will have sufFered 
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much lees rednction than that which the yalue of the currenoy 
itself liad undergone. 

If, for example, a person owned Bb.60:000$ in 5 per cent. *apo- 
Hoes' which yielded an annuál intereet of B8.3:000|, that, when 
ezchange stood at par suffioed for all his annnal expenditnre^ and 
exchange f ell f rom 27d. to 9d., as the consequent ríse in pnces 
would not be nnif orm, the average general rise would not, prob- 
ably, exceed 100 per cent. He wonld, therefore, only be obliged to 
donble his expenditnre to maintain the samé standard of lÍYÍng, 
and the valué of the £8.3.0001 wonld have been depreciated only 
50 per cent.,while its btdlion valué or gold price would have fallen 
66 per cent. So that, as f ar as its general power for purchasing 
and payment was concemed, its depreciation would, theref ore, 
be represented by an exchange of 13id. instead of 9d. ! 

The real coet of theae ' apolíces,' however, as has been shown, is 
not represented by an exchange of 27d but of 21|, and, conse- 
quently,the real loss to the owner of the 'apóUces' will be 
the difference between this valué and its general purchasing 
power, equivalent to 8J pence, or 37.9 in lien of 66%. in other 
words, the barter valué of the original investment will have been 
depreciated in this ratio. 

Tuming now to the currency we fínd that the actual amount 
of treasury notes for which the State was directly responsible in 
1894 was E8.368.712:096. The whole amount of Treasury notes 
emittedr yielded at the average onrrent rate of exchange of the year 
in which they wereissued a real valué (ingold) of B8.299.291:693.| 
of which 173.509:368$ (gold) have been called in, leaving a ba- 
lance of B8.225.782:323|, that represents the real valué received by 
the State in exchange for the amount actually in circulation. The 
difference between the real and nominal valué is !Bs.l42.929.773, 
and represents the loss, 38.7 ^jo, that would aocrue to the State 
if these notes were redeemed at par ! 

The equivalent of these notes, as they were emitted, was 
spent by the Government, which received in retum certain ser- 
vices or commodities, the price of which would be regulated by 
the usual considerations of supply and demand, and vary with 
the osciliations in the valué of the currency. Consequently,their 
real valué would correspond to that of the currency, and not to 
its nominal or par valué. 

This, however, would not be trueif the emission were appliedto 
the payment of debts contracted when exchange was higher, 
or of fixed salaries, for the service of the intemal debt, in 
which cases the loss would be divided between the State and its 
creditors, the loss to the State being the difference between the 
nominal valué and the real valué of the debt at the date it was 
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contracted, and that of the creditor the differenoe between its 
real valué at the two dates. 

The aggregate real valué receivedRs.225,782^231, wouldgive a 
nominal valué of £s.368.712.096$,equivalent to the actual amount 
of treasury notes in circulation at the rate of exchange of about 
19 Jd» which, if the whole had been applied to payment 
of current expenses and not of baok debts, would represent the 
true par valué of the currency. 

The pretenee to saddle the State with the obligation of re- 
deeming its debt, both of 'apolioes' and treasury notes at 
its par or nominal valué would impose a loas of £3.217.525.280$; 
equivalent to 40.8 */o of the real valué received. 

The holders of intemal bonds payable in gold wiU not only 
suffer noloss from the fallof exchange,but will realizean entirely 
unesumed increment of profít in the enhanced valué of their 
bonds, which willat a low rate of exchange purchase more than 
at a higher rate ; but this advantage is confíned entirely to re- 
sidents in the country itself, and does not extend to bonds held 
abroad. Special taxation of this class of property, such as is, 
proposed by the Minister of Finance, is perfectly legitímate 
and justifiable so long as it be limited to the amount held in the 
oountry, and, in f act, is a recognition of a principie that has already 
been accepted in many of the principal countries of Europe and 
is destined to become general, the taxation df uneamed pro- 
fits in whatever shape they may occur. 

If the principie of taxation of uneamed profits is equitable, 
which is now scarcely disputed, there can be no reason why such 
profits derived from the depredation of the currency should be ex- 
cepted; and, consequently, the holders of apolices could scarcely 
complain if the valué of their securities were x>ermanently regu- 
lated in such a manner as to exelude this uneamed increment 
altogether, by means, for example, of a reduction of the stan- 
dard valué of the mil reis. 

In attempting to balance revenue with the rapidly increas- 
ingexpenditure that must resultfrom a general rise ofprioesthe 
weakest will go to the wall, and subaltem employees of all kinds 
be Hure to suffer by their salaries not being included in 
the general rise of prices. No doubt, untiil salaries were re-ad- 
justed to suit the newconditions and valúes, some hardship would 
be suffered by this particular dass, thoagh, if employers still con- 
tinued to serve on these reduced terms it would be sufficient 
proof that their services were previously too highly recompens- 
ed, and that the competition of other more highy compensated 
but more laborious occupations, was still insufficient to divert la- 
bour to other channels. As Mili says " the merely mechanical oc- 
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cupations that demand little skill or judgment and less laboiir 
have been everywhere too highly recoxapensed, not on account of 
any soarcity of supply but f rom the unaccountable but universal 
anxietywhioh aligo veromentsexhibit to regúlate the expenditure 
or rate of payment of their employees, not by usual method of 
oompetition, but by their social importance." If , therefore, this 
class suffer somewhat more thau others in consequence of the 
unequal rise of pnces it may be regarded with certain equa- 
nimity as some compensation for a previously ezaggerated rate 
of payment. 

Other administratiye expenditure cannot, however, be pre- 
vented from rising in a similar manner, and the general rise of 
prices must result in a proportional inoreaee of national ex- 
penditure, and, unless provisión be made to meet it by an 
increase of taxation, income will prove insufficient and déficits 
must añse! 
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Déficits 



Déficits ! ah 'There*8 the ruh !' 

Déficits innumerable, annual, perennial, everlastlng and ever, 
increasing déficits ! 

In tliese three syllables is comprehended all the mystery of 
Brazilian finance, the ' head and front of its offending/ 

It is a tmism, cela va-aans-dir, that without déficits there 
wonld be no National debt and no inconvertible govemment 
issue, becanse debt, déficits and inconvertible paper-money are 
all, in a sense^synonymous. What we have to examine is whether, 
admitting a certain amount of indebtedness as nnavoidable or 
advantageous, the balance is not the result of f ailure to liquídate 
ordinary current expenditure with ordinary revenue; and 
whether that is not the true cause of the excessive indebtedness 
of the coimtry as well as of the depreciation of the carrency ! 
Without debt, it will be objected, there would likewise be no 
fiailways, no Steamboats, no Telegraphs, little Immigration and 
less Progress. 

That, however, is not so certain. And if it were, where is the 
harm? Was Ufe less agreeable, or liberty less secure before 
Steamboats or Bailways were heard of in Brazil ? 

Progress, the catchword with which men strive to dignify their 
hasto to be rich, might have tarried, and development have been 
postponed, but with or without artificial aids the overfiow of 
European labour and capital could not for long overlook or 
miss a country that embraces so large a proportion of the whole 
habitable surface of the globe ! 

The question is ; whether this vaunted Progress has not been 
too dearly bought ? and whether the same ends could not have 
been compassed by the surer if slower methods of Self-help. 

America for the Americans, is the cry ! but our acts belie our 
words. We sell our land, and pawn our labour, and endanger 
our liberty and independence, for f oreign gold, import thousands 
of alien serf s, and cali it Progress ! 

It is not that we love our country less, but that we love ease 
and wealth more, and these are only attainable by the aid of 
foreign labour and foreign capital, or else by the disagreeable 
process of working ourselves ! 

Was it, then, worth while to pile up a huge debt merely to 
anticípate by a few years the inevitable, and fiU the country 
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with an alien and heterogeneous population with few of the 
charaoteristics necessary f or ass^ilation and conversión inío 
good and nseful citizens of a vigorous and homogenons 
nationality ? Was all this selling of our birthright, this dis- 
counting of the future necessary, and conld it not very well 
have been díspensed with ? 

Perhaps it was necessary and beneficial; but the donbt will 
stick whether any single real advantage has ben gained by the 
sacrifíce of so much that should be dear and is costly^or could not 
have been attained with greater economy of dignity and treasore 
by less artificial methods if left to prívate enterprise and ini- 
tiation, in place of being prematurely nndertaken by the all 
absorbing overshadowing officialism, that, like the dangerous 
Upas tree, that poisons all who take refnge beneath it, saps 
the vitality and independenoe of the National character. 

Progress is a good, an excellent thing, but it must beuniform, 
or ceases to be trae progresa, and degenerates into mere money- 
grubbing. If the general moral and intellectual development 
does not keep pace with the material advance, manners, customs, 
and moráis will all suffer, and the National character dege- 
aerate ! 

Can we conscientiously believe that this has not already taken 
place here, as in all other American countries which have gone 
through the fires of a 'crisis of progresa ' ! 

If the official retums of ordinary revenue and of ezpenditure 
on the previons page are analysed for the períod 1861-1893, it 
will he found that expenditnre has always exceeded revenne 
without a solitary ezception ! 

The perennial recurrence of déficits would seem to indícate 
either an absolute indifference in regard to the financial eqníli- 
bríum or a chronic inability to even ^prozimately estímate 
f ature expenditore and resoorces, and approachee nearer to a 
solation of the problem of perpetual motion than any yet 
presented. 

Déficits créate debt, and this again moltiplies déficits, and so 
on ad infinitum. 

The total valae of the National debt contracted since 1861, 
taking the real valae of " apolices " and treasory notes at par, 
was in 1893 equivalent to Rs.874.318:602^ Déficits for the 
same period amounted to Es.820.148:0(X)$, leaving a balance of 
Bs.54.170:602| to be accoanted for, equivalent to 6.2 % oí the 
nominal valué received, and representa the loss realized on the 
different emissions. 
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Of the total debt the Para^^nayan war oonsnmed Bs. 
327.005:000$, and tHe oonstniction of raüwaya B8.201.643:000|, 
leaying a balance of Bs. 251.500KX)0$, or 30.5 °/o of the nominal 
yalne of the whole debt, that has been expended in liqnidating 
deficitB arising f rom the defíoienoy of ordinary revenne to cover 
ordinary ezpenditnre. 

Suoh a system of finanoe oontinned for a long series of years 
oould only cubninate in disaater and discredit, and can scarcely 
recommend itself to even the most ardent advócate of ' progress 
at any price' that has any respect for the National honour and 
dignity. 

However conyenient snch a system of liqnidating onxrent ez- 
penditore may appear, thos endeavonring to shift the barden to 
the broad shonlders of posterity, it cannot be defended on the 
gronnds af either eqnity or morality. The ezpenditnre neces- 
sary for the constroction of railways and other usefol pnblic 
works, and even that for national def enoe, might be reasonably 
shared by posteríty, as their adyantages wül likewise be. 
Loans amortizable at long dates, or even not amortizable at all, 
for such objects appear reasonable and legitímate when no other 
resouroes are immediátely ayailablej bnt to attempt to saddle 
f nture generations with the burden of onr own eztravagance or 
incompetenoe is not only unworthy of a great and wealthy com- 
mnnity, but also almost invariably fails in its object and in- 
stead of shifting the burden merely perpetnates it, without any 
proportionate advantage to those that contracted the original 
debt. From 1861 in 1893 the snm of Bb.251.500KXX)$ expended in 
liqnidating administrative déficit is, ezduaiYe of the ooet ot the 
Paragnayan war and that of railway constraction prepresents8.4% 
of the aggregate valué of ordinary revenue for the same period, 
that amotmted to Bs.2.964.055:518|; so that by simply increas- 
ing tazatíon in this proportíon and balancing ezpenditnre and 
revenue, 30 «/o of the total debt might have been entirely avoided 

The coef fídent of the interest of the debt in 1893 was £s.2|021 
gold per capita. Deduoting 70 ''/o for that part of the debt admit- 
tedly unavoidable or advantageous, the, balance of B8.0|607 per 
head represents the increase of tazatíon that has to be met to 
satiRfythe service of the debt contracted for liquidation of 
déficits, and is precisely 8.6 % of the valué of ordinary revenue 
for 1893. In other words it is almost ezactíy equiválent to the 
incrcased tazatíon that would have sufficed to liquidate all 
ordinary ezpedditure without the neoessity of inourring any 
debt at all! 

The Brazilian people have, theref ore, been patíently paying 
away tmm ftTiaA 9nm8 only to find themselyes at last in almost 



- 183 — 

precisely the same position as if the debt had been anntially 
liquidated by increased taxation in lien of loans, biit eaddled in 
addition with a permanent bnrden of d^bt that must also be 
IMiid ofP aome time or other. 

Thís unexpected reault is chiefly the effect of the employment 
of local capital, and would not have occurredhad foreign capital 
been substituted. An intemal loan decreases productivo capital 
and causes a fall in the prices of labour and rate of profíts. 
In rapidly developing countries such as Brazil, where the 
demand for labour is always in excess of the supply, the loss 
will fall almoet exclusively on the profits of capital and exercise 
an almost identical effect as actually taking the whole sum 
required by taxation dnring the year, with the difference 
that in this case no permanent debt would have been con- 
tracted ! 

Stewart Mili, in his Principies of Political Economy, drew 
attention to the comparativo disadvantage of raising money by 
loan instead of the taxation of which the facts and figures 
just quoted afford such a notable confirmation. The principie 
advocated by Mili has obtained a general approval, though 
f ew Nations» with the exception of G. Britain and the U. States, 
have had the courage or the energy sufficient to put ít into 
practice. 

In G. Britain it has long been the rule that all national 
current expenditure, of whatever kind it may be, must be paid 
by taxation^ and that the debt shall not be increased except in 
case of a great emergency. 

In the U. States the principie has been carried yet further, it 
being there decided to i>ay off all liabilities past and pre- 
sent by taxation. In 1865, at the cloeeof the great Rebellion,the 
debt amounted to $2,756,431,571 dollars. This enormous debt, 
oontraoted almost entirely to defray the expense of the rebellion, 
has been reduced in 31 years to $1,780,480,669 in 1894 j and will 
be probably paid off altogether in the course of another 20 
years, almost entirely by the same generation responsible for its 
orígin. 

Déficit and debt, debt and déficit pursue eacb other in a 
vicious and ever widening cirde, from which there appears no eah 
cape. Without appacent origin or finality cause conf ounds itself 
with effect, until effect seems to be its own cause ! 

Enquire; what is the cause of déficits? The answerwill be 
foreign debt and the fall in exchange. Reverse the question: 
and enquire the cause ef the fall of exchange, the answer is 
déficits and debt! 
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^o escape f rom such a cirde except by cuttíng it, as Alezander 
did the knot. 

Leaving out of consideration the questíon of origin, let us now 
examine the causes that contribute to perpetúate and exag- 
gerate déficits. 

If it is true that without déficits there would have been no in- 
convertible paper-money, and, conFcquently, no depreciation, of 
currency, it is equally certain that the fall of exchange is a 
cause of their perpetuation. 

Analyzing the origin of déficits it will be f ound that the ex- 
cess of expendjture over ordinary revenue has been caused 
chiefly by the depreciation, and only secondarily by the abso- 
luto increase of expenditure. 

The total loss due to the depreciation of the currency, or fall 
of exchange, for the period 1860-1893 amounts to an aggregate 
valué of Rs.795,107:006| currency, equivalent to 75.3 "/o of the 
aggregate valué of déficits (Rs.l,055,133:496 currency) for the 
same period. Of this loss, however, only Rs.225,842í300$ or 21.4 "/o, 
corresponds to differences of exchange on the foreign expenditure 
of the State, the balance of K8.569,264:804|, or 53.9 o/*, being the 
exclusive residt of the depreciation of revenue operated by the 
practico in vogue of recovering duties on importa in currency, 
whilst the appraisements,on which their valué is based, are in gold! 

In consequence of this mischievous system, whilst the real 
valué of revenue decreases with the depreciation of the currency, 
the valué of part, at least, of the expenditure, that for foreign 
charges, remains constant ; and, even if the coet of local ex- 
penditure did not likewise increase in consequence of the general 
rise in prices, the equilibrium of the estimates must thereby be 
disturbed and déficits become inevitable. 

To arrive at any correot estímate of probable expenditure 
under such circumstances is impossible. The difficulty of for^ 
seeing the course of exchange makes it impracticable to take 
this ímportant factor of the ultímate valué of expenditure into 
sufficient consideration; consequently, déficits must be the rule 
so long as exchange continué to fall. 

That this is so scarcely demands proof, ü saut au» yeux, but 
íf further confiímation were neoessary it is amply afforded by the 
statistics of déficits during the last 35 years. During the three 
periods of rising exchange the average annual nominal valué 
of déficits was only £s.l5,039:813| currency, and during those of 
falling exchange £e.47,589;825$. If> therefore, the fact that ex- 
change has been steadily falling for 20 years out of the 35 is 
properly appreciated, it will not require much pergpioacity to 
comprehend the annual recurrenoe of déficits in the estimates. ' 
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The extraordinary expenditure on aocountof theParaguayan 
warmakes any comparison oí expenditure difficult for the dif- 
ferentperiods, eyen if allowanoe ia made for this ítem. 

It is evidente however, that there has been a considerable 
inoreaee oí expenditure since theperiod 1861-1869^ whether it is 
appnúsed at its real or nominal valne. 

The ooefficient of the nominal valne oí expenditure for the 
períod 1860-64 stood at Bfi.6$636 cnrrency per head« andincreased 
174 <^/« to 141384 dnring the war ¡ at the conclusión of the war 
it fell to 11$737 in the períod 1870-75, rising again to 19|552 in 
1893. The total nominal increase of expenditure since 1860>64 
was, therefore, been 194 *^/o,which if it were real would constitute 
an enormous and insupportable increase of fípcal burdens. 

The study of comparative taxation and expenditure for dif- 
f erent períods can be of little use so long as it is baaed on a 
variable valué such as the inconvertible currency. To compare 
the taxation of one períod with another, nominal valúes must be 
reduced to the uniíorm gold standard. 

The real or gold valué of the expenditure per head was 6$413 
in the períod 1860-69 and rose to Bs.9|981 in 1893, an increase 
of only 55 *'/o, compared with that of 104 °/o in its nominal valué. 

In the 2nd x>^ríod 1865-69 expenditure, owing to the extra- 
ordinary outlay of the Paraguayan war, took a grea.t leap, in- 
creasing suddenly 73 "/o from £8.6.$473 to Bs.ll$122 gold per 
head, an increase that was to be expected under the circumstances, 
bnt which, at the cióse of the war, was never whoUy recovered, 
expenditure falling in the next períod, 1870-75, to only Bs.lOI- 
806 gold, and continuing to ríse again until it reached the máxi- 
mum of 11$808 gold in 1886-1889; and shows how much more 
simple a matter it is to increase expenditure, than to reduce it 
again to its normal level. 

The increase of 55 % in the real valué of expenditure, small 
as it appears compared with the nominal increase of 158 %, would 
have been, if not unbearable, at least extremely irisóme unless 
compensated in some manner. This was acoomplished for a time 
by the very simple method of transferríng part of the burden to 
the shoulders of posteríty in the shape of loans. 

Tuming again to ordinary revenue, we find that if appraiaed 
at its nominal or currency valué, there has been an almost 
uniform increase equivalent to 168 % from the períod of 
1861-1864 that of 1890-1893, when the coefficients were 6$034 
and 16$194 per capita respectively, whilst expenditure has rísen 
still more, or 194 %. 

This apparent increase of revenue, and consequently of taxation, 
is, however, almost purely nominal; :'n reality it is much lessand 
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illustrates the worthlessness of comparísona between valúes that 
vary with every oscillation of exohange. 

The real yalne of receipts per head for the period 1860-64 was 
51816 gold, and rose only 16.6 per cent. to6|898 gold in 1890-93,in 
lieu of the increase of 168 per cent., showu in their nominal valué. 

The real valué of Bevenue and taxation has, with the single 
exception of the period 1865-1869, always been greater during 
the peHods of rising than during those of fallingexchange. 
For the three periods of fálling exchange the average annual 
valué of revenue was Es. 7|191 gold per head, and during those 
of rising exchange Bs. 81302 gold. 

If , however, the first two periods be eliminated, on aooount 
of the extraordinary expenditure of the Faraguayan war, and 
comparisons limited to the posterior periods, the result is 
even more striking. The average revenue and taxation is then 
only it8.7|936 gold for two periods of faJling exchange, against 
91545 gold per head for those of rising exchange, a difference of 
20 per cent, in favour of low rates of exchange. 

This reduction of the real valae of taxation must correspond 
to either an increase of déficits to be made good in the usual 
manner by loans, or else to a positive reduction of local expendi- 
ture. 

The periods during which the real valué of revenue was great- 
est are those of 1870-1875 and 1886-1889, when exchange rose 
rapidly to par, and the average coefilcients were Bs. 9|092 and 
Bs. 9$998 respectively. The coefficient of revenue fell to 6$898 
gold in 1893, a rate lower than that of any previous year with the 
single exception of 1895 since 1870, although its nominal valué 
estimated in ourrency had lisen to the highest rate yet attained, 
Bs. 191532 currency. 

The fact that revenue, and consequently taxation, have di- 
minished, proves little if the decrease is only the result of 
insufficient taxation and of the liquidation of déficits by loans; but 
if the shrinkage of revenue is accompanied by a simultaneous 
shrinkage of expenditure, it may fairly be concluded that a real 
economy has been effected in administraron. 

The coefficient for the periods of faUing exchange posterior to 
1870, (the dose of the Faraguayan war) was Bs. 101026 gold 
per head, whilst duiing the two periods of rising exchange it 
was Bs. Ilt071 gold. 

The actual expenditure per head in 1891 was Bs. 81340, and in 
1893 Bs. 81319 per head, a rate that, with the single exception 
of 1885, represents the lowest rate of taxation for any year since 
the commenoementof the Faraguayan warin 1864. 

The coefficient of expenditure was Bs. 13|064 per capita in 
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1889, the highest rate attained with the exception of 1887« and 
fell gradnally to Bs. 8|330 in 1892, and Bs. 8|319 in 1893 a re- 
duotion of 36% . 

As it is notorioas that sinoe 1889 the general national ex- 
penditure has not been cnrtailed but ratlier inoreased in volume, 
whilfit f oreign expenditure has altered but slightly, this 
economy of 36%., in the real expenditure of the Nation can 
only result f rom a positive reduction in the real valué of the in- 
temal local outlay, and is the consequence and the differential 
rise of prices; in other words, although paying higher prices if 
estimated in currency, the purely local expense of administration 
is effected at a greatly reduced valué ! 

Every time exchange f alls the nominal cost of the administra- 
tion must rise, taxes increase, and the cry f or economy goea up 
toheaven! 

If the gratuitous advisers and advocates of economy had 
studied f acts, they would not, . perhaps, have been so ready to 
himt up mares' nests and recommend impossibilities. 

Let US institute a comparison between the actual financial 
situation and that of 1889, the year that is looked back on with 
general 'sandades* as the golden age of Brazilian finance. Per- 
haps, after all, the reviled present will result not to be so black 
as it is painted, whilst some of the gilt may easily be rubbed off 
the halcyon past. 



Total Expenditnre in 1889. 



Service of f oreign loans National 

gold loans and guáranteos 

Interest on the intemal debt 
payable in ourrenoy (apolices) 


Bs. currency 
32.079:0371 

19.079:6691 


Bs. gold. 
32.079:037$ 

19.079;669$ 


Total valué of fíxed payments... 

Other foreign Goverment Ex- 

twnditure , ,- 


51.158:7061 

5.000:000$ 

130.007:753$ 


51.158:706$ 
5.000:000$ 


Balance available for all other 
local BxDenditure «. 


130.007:753$ 






Total expenditure: Exchange 
27d. j>ari 


186.166:459$ 


186.166:459$ 
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Totai Expenditare in 1898. 



Service of foreignloaus, National 
gold loans and goarantees 

Interest of the Internal debt 
Davable in currenov 


Rs. currency 
78.259:0631 

13.330:789$ 


fia. gold. 
33.333:095$ 

5.688:916$ 






Total valué of fixed payments... 

Other f oreign Expenditure(same 

as 1891) 


91.589:852$ 
23.478:9091 


39.022:011$ 
10.000:000$ 






Balance available f or all other 
local FiYpenditnre .....x.. 


115.068:7611 
183.790:1321 


49.022:011$ 
78.270:957$ 




Total Expenditare: Ezcbonge 
llüd 


298.858:893$ 


127.a92..968$ 



In 1889 exchange stood at par and, conseqnently, real and no- 
minal valúes coincided. In 1893 it had fallen to 11 J pence. 

If then all piices had risen unif ormly in the same proportion 
as that of bull^on and ezports^ the oost of the purely loctvl ex- 
peñditure, exclusive of all fíxed payments^ must have also risen 
proportionately, by 134.4"/., and from Es.l30.007:753$ in 1889 
to Bs.304.738:173$ currency in 1893. In reality, however, local 
expenditare of this class did not exoeed £b.183.790:132$ 
currency, and the difference can only represent a positivo 
economy, that has been brought about by the influence of the 
differential rise of prices on the cost of administration. In 
other words, whilst the nominal or currency cost of all 
foreign expenditure has risen 134.47»^ *^^ o^ purely local ex- 
penditare not comprised in fíxed payments has increased only 
41.3 per cent ! 

With the best will in the world to economizo there are cer- 
tain fíxed payments that admii oi no reduction. The service of 
the foreign and intemal-gold debt exacts the same real valué 
when exchange is as 10 as at 21 pence. Consequently as exchange 
falls the nominal cost of iti\ service must increase proportionately. 

In 1889 the burden of fíxed gold payments on acoount of loans 
and guarantees amounted to Rs.32.079:037$ gold, and rose sHghtly 
to Rs.33.*333:095$ in 1893, or only 3.9 per cent., whilst the ratio of 
fíxed payments to total expenditure had risen from 17 to 26.1 
per cent., which, unless compensated in other ways, n;i,ust neces- 
aarily have resulted in the complete disorganisation of the finan- 
ciaJ equilibrium. As exchange faUs either taxation and revenue 
must be increased or local expenditure must be diminished. If 
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tevenae remainéd the same, f or ezample, and exchange f ell to 3d. 
the cost of the service of fized gold burdens would ahsorh the 
whole of the révenue and leave nothing at aUfor local ewpenditure ! 

Fortunately, the notable and simultaneous decrease of the real 
valué of the aerviee of the intemal debt payable in currency 
(apelices) afí orded in 1893 an appreciable and indispensable relief . 
The shrinkage from Bb.19.079:669$ gold to £8.5.688:916$ of 
this class of fixed charges was in part dne to the conversión oí 
a large qnantity of 'apolices' into intemal 4 per oent. gold bonds» 
but chiefij to the depreciation that the fall of ezohangeoperated 
in the real valué of their service. For this leason the real va- 
lué of fized charges in 1893 showed an impoitant reduoti<»n from 
B8.51.158:706$ gold to £8.39.022:011$, which would have been 
stiU more acoentuated but for the fatal mistake eommitted in 
1891 of oonverting currency into gold bonds. 

The retums for other govemment ezpenditure abroad for the 
year 1893 not having been obtaínable (in Bio Grande) they have 
been appraised at the same rate as for 1891, at £8.10.000:000$ 
gold which is 53 per oent. more than in 1889 : 

Deducting, theref ore, the valué of all foreign fixed payments 
from the total ezpenditure there remained a balance over in 1893 
of £8.78.270:957$ gold, which must have suficed to liquídate all 
other local ezpenditure of every de6Gription,unless part remained 
unpaid. That class of ezpenditure demanded in 1889 the disburse- 
ment of £s.l30.007:357$ gold. If, therefore, it was satisfied in 
1893 with a disbursement equivalent to only £8.78.270:9571 gold, 
and the volume of the payments it represents had remained the 
same, their valué must have ezperienced a corresponding depre- 
ciation. 

One of two condusions is therefore inevitable, either the rate 
of ezpenditure in 1889 was ezcessive, or in 1893 it was insuffi- 
cient, and a real economy has been effected. 
Tazation, however it may be levied, whether in gold, or currency 
or in kind, equally represents the amount of labour that is ezac- 
ted by fiscal necessities from each oontributor. If , for ezample, 
in 1889, when ezchange was at jmlt the State jdemanded the equi- 
valent of ten days' labour per annnm that yielded an aggregate 
valué of £8.186.165:589$ in gold, whilst in 1893 it only ezacted 
labour to the valué of £8.128.292:968$, it is dear that, if the valué 
of labour. has continued constant, fiscal ezigencies could be satis- 
fied with the sacrifico of only 6-1 days in lien of ten, and the dif- 
ference would representa real and positivo remiasion or reduction 
of the burden of tazation as regards the mass of oontributors» 
though it would not affect all alike. 

This is, undoubtedly, what has taken place in practico ; some 
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gain and others lose by every oscUlatáon in the valne of the 
cnriency, bat the effect of a reduction in the real or gold valué 
of national ezpenditare can only be to ledaoe the bnrden of 
taxatíon as regards the mass of oontributors. 

The olass that must snfifer most from a fall in ezchange is 
that of oreditors, especially the holders of State tecarities pay- 
able in currenoy, the nominal valué of whoae resouroes remains 
oonstant whilst tazation and expendituie have augmented. The 
recipiente of fízed . offioial incomes would follow nezt, and then 
with a considerable interval oertain olasses of wages» whilst 
ezports and the protected industries would gain what the 
others lost and more still. 

The local ezpenditore of the Nation comprises chiefly disburse- 
ments f or publio works, the purohase of merohaudiae and stores 
for support of its dependants, but principally of wages and 
salarie?. 

Economy in the first item can only be limited to abstention 
for the f uture f rom f resh undertakings, as the works aotually 
in construction are mostly contraoted-for and cannot^ theref ore, 
be abandoned or postponed without heavy loss. Which of the 
two remaining items would the Economists at any price then 
select for reduction ? Surely not offidal wages or salaries, which 
already have to make 78$ go as far as 130$ did in 1889, and appear 
to have sufFered enough for the good of the country. There only 
remains, then, to economizo on the efficiency of all the public 
service by stinting it of indispensable accessories, or onthe 
hunger and thirst of the servante of the State. Let them decide! 

The Bepublic has been aocused of many things, and eztrava- 
gance amongst others, though facts do not yet bear out the ac- 
onsaíion; ñor does the reduction of taxation to a lower real rate 
than has been the rule for 23 years, with one single ezoeption, 
redound greatly to its discredit. 

Those who limit investigations to the consideration only of 
nominal valúes and of the rates of ezchange, will be surprised to 
leam they are better off to-day, because the govemment of 
the country is carried on at á much len real eost, than in 1889 ! 

To raise exchañge to par, as was done in 1886-89, is a simple 
matter if one has gold enough ! To keep it there is another 
matter, beyond the unassisted power or ability of the wiliest 
financier ! 

It may be objected that the reduction in the real ezpenditure 
is entirely f ortuitous, the result of the accidental depreciation of 
its valué and not of any initiation on the part, of the admi- 
nistration, and that if ezchange were to go up again to par the 
ezpenditure incurrency would remain the same, and, eonsequently 
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show an immense increase in both its real and nominal ralue 
compared with that of 1889. 

lilis is not^ however, quite correct, or neAd not be so if the Go- 
vernment limited its ezpenditure to its present objeots. If, for 
example, ezchange were to rise to par, so suddenly afi to admit of 
no f all in pnces, there would be a reduction in the currency 
equivalent of part, and an increase in the gold equivalent of the 
rest of the expenditnre, so that the total would then be 
Ss.242.730:452l, in place of Bs.l86.166:4&9|, as in 1869, and iden- 
tical in both g^ld and paper. If , however, exchange rose slowly, 
as it usuaUy does, all piices must fall again in a similar manner 
to that in which they had previously risen, and the oost of 
pnrely local ezpenditure would be reduced again to the no- 
minal valué of 1889, when it was 130,007:7501. In this case 
the total ezpenditure would be only £8.186,671: 683$ in both 
gold and currency, and almost identical with that of 1889 in 
spite of the increase of the foreign debt and of other govem- 
ment ezpenditure abroad, that was almost counterbalanccd by 
the reduction in the rate of interest and amortization of the 
foreign debt effected by the conversión loan of 1889-90 and the 
conversión of 6 /l^ *apolices* into 4 ^o gold bonds. 

Practico, unhappily, belies this theory and proves that local 
ezpenditure in lieu of decreasing', as it ought, when ezchange 
rises always increases. 

Is the theory, therefore. false ? No ! what is wrong is the 
method of g^vemment, that reversing the tendency of Nature, 
which is said to abhor a vacuum, cannot bear to oomtemplate 
a surplus without longing to spend it ! 

Govemments, it is true, cannot prevent prices f rom rising when 
ezchange falls, but can and do prevent part of them f rom 
falling again when ezchange rises, by refusing to reduce the 
rate of wages and ezpenditure to its right level. 

The increase of ezpenditure is simple and pleasant, and to 
a certain degree mechanical, its reduction is difficult and dis- 
agreeable. 

Some balance must, however, remain over in consequence of 
even a partial fall of prices, but Govemments quickly discover 
new necessities, and the appetite for spending qui vient en 
mangeant not only quickly gets rid of any ezcess there may ha ve 
been, but actually obliges them to borrowor increase tazation to 
spend more ! That is how déficits are perpetoated, and why 
ezchange is more often falling than rising. 

When ezchange falls ezpenditure must be increased to meet 
the depreciation; and when it rises again to satisfy the demande 
of Progress! 
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Annaal Expenditare. 18B1— 1893. 





Annual AvaBAGB EXPIN- 


COEFFICIBNT PEB 




DITUBB 


CÁPITA 




Es. CUKBENCT 


SS. CC7RBBNCT 


1861—1864 


54.301:750$ 


6$636 


1865-1869 


126.594;311$ 


14$384 


1870—1875 


118.743:306$ 


11$737 


1876—1885 


148.944:911$ 


12$234 


1886—1889 


178.406K)94$ 


12$858 


1890-1892 


254.812:601$ 


16$273 


1893. 


298.858:893$ 


19$532 



This table is eloqueut, and proves that we have not exag- 
gerated ! Only one solitary reduotion of expenditare has oc- 
curred in 35 years, and that an insuffioient one, f or the , period 
succeeding the Paraguayan War ! 

Portunately excbange is not likely to go to par f or many 
years, and we may thns be saved at least from the addition to 
normal expenditure that a repetition of the ' orísls of progress/ 
and of the 'ensilhamento* would inevitably créate. 

llie fínancial success of an Administration shonld be gaaged 
not by the comparativo increase of nominal taxation and re- 
venue when exchange falls, but by its redaction when it is 
rising. Jadged by this standard fewof the nnmerous gorem- 
ments since 1860 would escape censare ! 

Instead, then, of shutting the door when the steed has sped, 
and howling for an impossible economy when exchange goes 
down, let us pray for less shoddy progress, and insist on more 
real economy when it begins to go np again ! 

Betuming to the consideration of the hete noir. Déficits, it 
will be seen that their origin may be resolved into: — 

Excessive Expenditure 23.6 % 

Differenoes of exchange 22.7 % 

Losa of revenue from duties on importa due 

tx)fallof exchange 53:7 % 

More than half the déficits since 1860 oould, therefore, have 
been avoided entirely by the recovery of duties on a gold basis. 
Tbis is not disputed, and has, in fact, been extensively treated 
in the report of the Ministry of Finance for 1891 by Dr. Ruy 
Barboso, but, in spite of the oon-aensus of opinión on the sub- 
ject, there appears to exist an insuperable and inexplicable re- 
pugnance to the coUeotion of duties either in gold or whst 
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would be better^ in paper at the current rate of exchange as is 
done in Buenos Aires. 

The f oUowing extract f rom the report of a parliamentary 
commission in 1888 on this subject ably demonstrates the ne- 
cessity of placing the principal soiirce of revenue on a stable 
footing. 

"Our Country is like a colonial estáte. Withont manufacturing 
industries it can only export the products of agrioulture and 
raw materialsj which it receives again as manufactures of double 
the valué. It likewise exi)orts specie, not only because we are 
obliged to satisfy the interest on our foreign debt and on the 
f oreign capital employed in the country, but also to supply the 
heavy ezpenditure of our countrymen living in Europe, parad- 
ing their absenteeism and idleness. For this there is no com- 
pensation, because the foreigner does not come to Brazil to 
spend his income j on the contrary, by painf ul experience we well 
know what foreign capital employed in the country has cost us. 
XJnder such circumstances no country should import more 
than it exports. To it the oíd theory of the balance of trade 
must be rigorously applied, unpleasing as it may be to our 
economists, more conversant with European theories than ob- 
servant of facts. The administrative SociaUsm that estabUshes 
industries in competition with prívate undertakings and with 
no responsibility as to their results, employing for this end 
the capital of the people, absorbing deposits, and mortgaging 
the futuro, exercises a pernicious influence on the economical 
situation of the country. The entiy of the govemment in the 
market as a taker of exchange, without f oresight or consideration 
for the necessities of the market, constitutes a perturbing ele- 
ment so evident that it requires no demonstration. The forced 
currency of paper-money — the emission of which depends on 
circumstances impossible to foresee,in view of the constant fear of 
sudden increase of that circulating médium which banishes real 
money without the substituto possessing that spontaneous 
elasticity which is indispensable to the commercial regulator — 
is in itself a dang^er and discredit. Let us point out one of 
the piincipal anomalies of this system that has not, hitherto, 
been properly appreciated. 

Imported goods cost the consumer their commercial valué 
(prime cost) plus the cost of delivery and customs' duties. The 
first Ítem is subject to differences of exchange, because it is 
payable in currency. If exchange fall the first item increases 
but the latter decreases in a similar proportion. Coneequently, 
the more exchange falls the less the duty paid on imports in 
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proportion to their oost will be, and as tho valué of duties is 
nearly 50 per cent, of that of the goods the differenoe is very 
considerable. 

To take an example. Oertain goods thafc cost j61 are sab- 
ject to a duty of B8.4I444, or 50 per cent., payable in paper- 
money at the rate of 27d. ezchange. If exchange fell to 18d., 
these goods would cost 13|333 and still continué to pay only 
4|444, or 33.33 per cent., when they should, in order to correspond 
with the 50 per cent, rate at which they are nominally taxed, 
pay 61666 ! 

This ciroumstance offers a wide margin to Speculation ; it 
thus becomes profítable to tke importer to pay the duties at a 
low rate of exchange and remit at a high rate. The importer, 
consequently, pays in advance the valué of the duties if exchange 
is low, buying the depreciated paper requisito; and when a ten- 
denoy of exchange to rise is observable, he remits, thus counter- 
acting the tendency of exchange to improve. The only means of 
remedying this átate of things is by the oompetition of local in- 
dustries. These, unf ortunately, are insignificant, and in conse- 
quence the consumer is constantly the victim of speculators, and 
the oscillations of exchange dependent on and created by im- 
porters constitute a d&nger that maintains our whole commerce 
in alarm. There is here a regular pathological circle ; the de- 
preciation of exchange does not reduce the importation of foreign 
goods in the proper degree when importation is inconvenient 
and exports insufficient; on the oontrary, imports then receive a 
positivo stimulus on account of the reduction that the fall of 
exchange operates in the real valué of duties. From this springs 
the necessity of taking f urther exchange f or payment of the 
excessive goods imported, and, consoquently, a fresh fall of ex- 
change. Moreover,a8 the Government must continué its payments 
abroad, receiving paper and paying gold, (the item differences 
of exchange increases daily in our estimates) its oompetition 
in the exchange market, when convenient to the abstention 
of other takers, is a commercial calamity. The cost of mer- 
chandize ought to regfulate its consumption, but in order that 
it should do so it is necessary that the cost should be pro- 
portioned to economical circumstances. The difference we 
have pointed out disturbs this proportion, and, moreover, creates 
a médium favourable for speculation. In addition duties on 
exports are recovered in percentages of the market valué, that 
is principally regulated by the rate of exchange. Precisely 
when importation is most inconvenient the Treasury favours 
it by receiving invariably the same amount in depreciated cur- 
rency, and participates in the profits of producers, that then 
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receive more paper-money. This is the same as reooTering duties 
on importa in paper and on exporte in gold. We believe that this 
anomaly is one oí the causes of the failure of onr automatio regu- 
lator. The means to obvíate it appear to be the recovery of all 
duties at par. If this were done imports would then «^xactly obey 
the requirements of the market^ and would be restricted exactly 
to the means of payment. Oscillations of ezchange would be 
reduoed to regular and determinable causes, especially if the 
Qovemment were to seriously undertake to balance its revenue 
and expenditure without incurring new loans to satisfy ordi- 
nary expenditure, and were to abandon all attempts at improve- 
ments of doubtful utüity. 

Applying the excess of revenue derived from duties to the 
substittttion of the paper currency or exacting their payment in 
gold, forced currency would quickly cease." 

This really able document recapitulates in a few words the 
principal factors of thedepreciationof the National Currency, and, 
with the exception of certain appreciations of cause and effect 
with which it is impossible to agree, are in accordance with our 
previous conclusions, and especially so as regards the injury that 
thecustom of recovering duties on imports at their nomiruil 
instead of their real valué inflicts on the revenue. 

If , however, all countries were to follow the advice of the pro- 
tectionists and produce all they required at home and abandon 
the consumption of what they cannot produce, they could 
neither export ñor import any thing at all. 

No oountry can import for any lenglh of time more than it 
exports. The free-trade doctrine that has caused so much mis- 
understanding, and that pretends that the country which, like 
England, imports more than it exports is the most prosperous, 
must not be literally understood to mean that the source of pros- 
perity is the actual excess of imports over exports, but rather 
that the fact that it can import more than it exports is aproof 
that it has other resources besides mere merchandize with which 
to liquídate the balance. 

1 he mÍBunderstandiug is due to a mis-employment of terms. 
E xports and impoi ts by long usage are terms límited to mer- 
chandize, but should properly include every kind of valué, in- 
cluding bullion, securities, and prcmises-to-pay of every descrip- 
tíon; if this were done the theory of the 'balance of trade* would 
be unexceptionable. 

It is true that neither Brazíl ror any other country can long 
continué to import more than can be paidfor; but before inveigh- 
ing against the practico would it not be well to make sure of 
the facts? 
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To the observations in the foregoing report as to the efifects of 
speculation in exohange we must, however, take ezoeption ab- 
solutely. 

Speculation, as we shall have occasion to show later on, can ef- 
f ect no permanent alteration in the yalne of the cnrrency inde- 
pendently of some real catise. 

If, then, the importer, who having paid the duties on his im- 
ported merchandize at a low rate of exchange, waits until ex- 
change goes up before he remits the valué of the goods, he will 
thereby have lefrained from increaslngthe demand for bilis in 
the meanwhile, and either have cooperated in this manner in the 
rise or prevented a f urther faU of exchange. If when exchange 
goes up he enters the market as a taker, the increased demand 
will tend to lower exchange again precisely in the same ratio as 
his abstention had previously tended to raise it. If, for^eing 
some real cause for an improvement in exchange, such as a 
foreign loan or increase of exports, he waits his opportunity, he 
will but gain by his superior prescience an advantage that will 
be common to all in the general appreciation of all fíxed valúes 
that must ensue. As, however, even importers are not omni- 
scient, they as of ten make mistakes as not, and if exchange 
were to fall instead of rise, they will be injored, not only by 
having paid their duties at a higher rate than others, but also 
by having to remit at a lower rate of exchange. 

Another cirumstance has been overlooked. Even the reoovery 
of the whole of the duties on imports in gold or at par exchange 
would not entirely destroy the advantage conferred on imports 
by a fali in exchange; because, as has been already pointed out, 
the purely local part of their cost, even exclusive of duties, does 
not increase in the same ratio as the price of bulUon and of ex* 
ports; and, consequently, unless there were a positive and propor- 
tional real increase of duties every time exchange fell, the demand 
for imports would still continué 'excessive and wouldnot obey ex- 
actly the "capacity of the market," orbe "restricted in an exact 
ratio to the means of páyment," as the Commission imagined. 

With respect to the application of the excess of revenue anti- 
cipated from the recovery of duties in gold no objection can be 
made. Of course the reduction of the quantity of paper-money 
in circulation by these or any other means must proportionately 
improve its valué. It is, however, curious to observe Dr. Ruy 
Barboso endorsing an opinión which a few pages back he so 
energetically combated. It is not, however, with the method 
of application of the product of such a virtual increase of duties 
with which we have to deal at present, but merely with its efíects 
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on the valué of the currency, and in this reepect we are in com- 
plete divergenoe with the opinions expressed. 

In order to effect the payment of duties in coin this mnst be 
either imported, and thus swell the demand for bilis precisely in 
the same manner as if the whole valué had been taken in 
exchange by the govemment itself , or else the gold must be 
puTchased in the local market. In this case its price must rise 
to a premium equivalent at least to the cost of importation. 
The local stock would, however, be quiokly exhausted, when 
either fresh supplies must be imported or the govemment stock 
thrown on the market. In any case such a system must, so long' 
as intemational exchanges continué unfavourable, result in a 
permanent accession to the demand for bilis of exchange and f ur- 
ther depreciation of the currency. 

So long as the gold were stored in vaults it would exercise no 
influence on the currency, but when brought again into circula- 
tion it would tend to improve the rate of exchange in a some- 
what less ratio than that in which it had been previously 
depressed by its importation. No gold, however, could remain 
in the country, except the necessary quantity for the liquidation 
of duties, and even that would require to be constantly renewed, 
unless the balance of intemational payments were f avourable to 
the country. To attempt to retain large quantities of gold on 
any other terms is labour lost ! 



DÜTIES BECOVEBED IN CUBBENCY 
VALÜATTON OP IMPOLTS AT 24d. 


E.S. gold 


Rs. currency 
exchange lljd 


Valué of imports in Custom 
House 


256.192:0001 


601.538:816$ 


Duties actually recovered inclu- 
ding surcharges 


196.305:000$ 


Total valué of imports duty paid. 




797.843:816$ 


Duties ip becoveeed in gold 
ON same valuation op impobts 
Valué of imports in Custom 
House 


256.192:0001 
196.305:000$ 




Valué of duties actually charged 
recovered in gold, if exclusive 
of surcharges..... 




Valué of imports duty paid 


387.196:070$ 


-= 609.136:491$ 



By tiíie above table it will be observed that were the duties 
recovered in gold inlieu of paper the cost of imports duty paid 
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would be raised 13.9 »/„ from 797.843:816$ to 909.136:491$ paper. 
It Í8 probable that such an increase in the cost would affect the 
oonsiimption of imported goods and thus prejudioe reTenue, so 
that it is quite possible tbat tbe falling off of oondomption migbt 
balance the increase deríved from duties, and that no absoluto 
increase of revenue would occur. Even if this occurred, so long 
as the yalue of ezports was not simUarly afFected, the difference 
might be compensated by an intemal tax on national industries 
benefited by the increase of duties; and, in any case, the advaii- 
tage of being able to estímate with preoÍBion the real valué of the 
'rnost important factor of the revenue would counterbalance any 
temporary inconvenience it might créate. 

It must, however, be borne in mind that National ezpen- 
diture is payable partly in gold for external obligations and the 
service of the intemal gold debt, but the greater part in paper 
for internal disbursements. The recovery of all duties on im* 
ports in gold would, therefore, not only unnecessarilyraise their 
cost, but would prove as inconvenient to the administration if 
exchange were to rise, as the present system of recovery whoUy 
in currency does when it f alls : 

If duties were recovered wholly in gold or in currency at the 
current rate of exchange-— as is the custom in the Argentine 
Eepublic, where imports payable in gold constitute more than 
SO"/, of the total revenue — there would be an excess whenever 
exchange fell and a deñcit of revenue to meet expenditure 
when it rose, because the moiety intended for meeting local 
expenditure would not in this case produce the necessary equi- 
valent in paper-money. 

According to the system of valuation of imports at 12 x^^nce 
to the milreis adopted in 18%, in lieu of 24d the previous basis, 
if the same scale of importation continued in 1896 as in 1893 the 
revenue obtained from this source would be double that 
obtained in 1893, exclusive of the surtaxes that have been 
abolished. In 1893 the revenue obtained from imports was 
Es.l69.005:000$, or exclusive of surtaxes 131.004:000$. Ifi 18% 
this would be raised to E8.262.008:000$, which at the current 
rate of exchange, lOd, would represent Es.97.038:000$ gold. The 
metallic expenditure of the country is about Ks. 40.000:000$ gold 
for payment of the service of all f oreign and intemal loans-pay- 
able in gold, guarantees to Eaüways, and other f oreign expen- 
diture. Consequently, if 41.2 *»/o of the duties on the present 
valuation of imports were recovered in gold, this would ensure 
sufficient revenue to meet all metallic engagements, whilst the 
balance of 58.8 «/o coUected in currency would also satisfy the 
intemal expenditure equivalent to Bs.l64.008:000 paper. 
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The original propoeaJ to recover duties on the oíd basis of 
valnation of im}>orts 2Aá., and at the same rates exclusive of the 
surtaxes, would result in taxation being greatiy in excess of 
what is really requisite. On this basis the receipts from 
importa, if similar to 1893, would yield Rs.l31.000:000| gold, of 
which onlyEs.40.000:000| would be needed for metallic pay ments, 
leaving 91.000:000$, equivalent at lOd. to 245.700:0001 cur- 
rency, for intemal expenditure, or 91.000:000$ more than the 
amount estimated as requisite. 

Supposing, however, that exchange were to rise to 20d., the 
balance disposable for intemal expenditure would be reduced 
from 245.700:000$ to 136.500:000 paper. 

Excessive or unnecessary taxation is as objectionable ag insuf- 
fit ient. To obtain a permanent equilibrium of the National 
fínances and to ensure revenue being neither too great ñor too 
little, it appears indispensable that the necessary proportion of 
import duties should be levied either in gold or at the current 
rate of exchange, as done in Buenos Aires. 

In his Eeport of 1893 Dr. Felizbello Fieire, the then Minis- 
ter of finance, makes the foUowing observations. "The only 
decisivo remedy for the anomalies and instability of exchange, 
the oscillations of which in our country obey rather the caprice 
of unscrupulous usury than the effects of economic laws, is the 
recovery in gold of duties on articles of consumption, not tem- 
porarily as in 1867 and more recently in 1890, but perseveringly, 
u)itil we ha ve thus prepared the way for a metallic circulation, 
and rescued the Treasury from surprises in taking exchange 
for foreign expenditure. By means of such a fiscal measure, 
which may be compensated as f ar as it affects the class that 
supplies the gold by suppression of the additional duties, 
we shall then have succeeded in creating a flow of gold to our 
market, and there by avoided tho enormous sacrifices that differ- 
ences of exchange cost the State !" 

Thus, Dr. Felisbello Freiré, the Special Commission, Dr. Ruy 
Barboso^ and almost all other authorities on the subject have 
fallen into the common error of imagining that gold can be 
imported without cost, and retained in the country without dlf- 
ficulty by the simple plan of recovering the duties in gold. 

They have failed to perceive that unless sufficient gold exist 
in the country it must be imported, and that its payment- in 
bilis must affect the rate of exchange precisely as if the Govern- 
ment itself had been a taker for its equivalent. 

It has been already shown why no gold can be retained in 
the country so long as the balance, not only of trade itself, but 
of intemational payments of all kinds is unfavourable. If, 
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tben, this balance were not previonsly reaJized the necessity and 
cost of importing buUion for the payment of dnties conld only 
increase tbe annnal intemational debit (passivo), and woold, un- 
questionably, result in still f urther depreciation of the cnrrency. 
The amount of exchange taken by GJovernment for payment of 
foreign obligations does not exceed J^th of the whole annnal 
International debit (passivo), and must always form bnt a frac- 
tional part. The withdrawal of the Government from com- 
petition in the exchange market wonld canse no decrease in the 
demand for bilis so long as the gold mnst be imported but, on 
the oontrary, there will be a positivo increase equivalent to the 
cost of importing bullion, of at least 0.80 **/o. Importers wiU, 
therefore, have simply taken the place of the govemment, and 
any risk or losses will be merely shifted to their shoulders, 
with no possible advantage as far as the improvement of the 
valne of the currency is concemed. 

The demand for gold for payment of dnties would retain in 
the country the quantity necessary for this object; the rest 
would have to be shipped abroad at the expense of the St-ate, 
and would cost another 0.8 %. No results are attainable by the 
policy of obliging importers to pay dnties in actual gold coin 
that could not be equally well obtained, without so much 
unnecessary trouble, by simply throwing the equivalent of 
freight and insurance into the sea, and then remitting in the 
usual manner. 

It seems incredible that no other resource to combat specula- 
tion, the hete noir of all Ministers of finance, other than im- 
porting bullion only to immediately re-export it, should appear 
feasible when the daily practico of well conducted business 
houses clearly indicates the system which should be f ollowed in 
regard to foreign payments. 

It should be borne in mind that what in jures trade and the 
general interests of consumers is neither high ñor low, but 
fluctuating exchange. 

Speculation operates as often for a rise as for a f all in qz- 
change ; and, although one is really as pemicious as the other, 
it is only when the specalation for a fall appears to have been 
successful that it is denounced, whilst the equally injurious 
speculation for the rise, being advantageous to the Government 
and enabling it to make remittances on easier terms, is rather 
applauded than otherwise as a patriotic effort to raise the va]ue 
of a purely national product — ^the currency. 

If, on the one hand, the State is sometimes the loser by the 
machinations of speculators, the action of the Govemment by 
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its competition in the exohange morket must often prevent 
speciilators from baving it all their own way ; and if speculation 
is as powerful and injarious as it is depicted, it seems piobable 
that it will not be less so if left entirely to itself , and is no longer 
controlled by or subject to the powerful influence that the 
action of the Excheqner can bring to bear against it. 

The collective action exercised by the Government wonld be 
impossible ^hen delegated to the mass of importers spread all 
over the country. 

If retums were obtainable detailing the different rates at 
which exchange was actually taken by the Government during 
any single year, it wonld probably result that the average rate 
obtained wonld correspond very nearly with the avei*age market 
rate and, theref ore, the natural rate; and if it did not, it would be 
because the purchases had not been uniformly distributed. 

Moreover, the demand f or gold would inevitably give rise to 
another speculation in bullion ; and in this manner importers 
would not oiily have to resist unassisted the speculation in 
exchange, but maintain another conflict with the mono- 
polizers of bullion. 

Speculation may, it is true, cause great inconvenience and even 
lose to the State by lowering the rate of exchange precisely when 
the Government requires to remit, and vice-versa ; but that this 
were possible indicates, rather, a want of f oresight on the Govem- 
ment's part, that by its incautious and unbusiness-like methods, 
makes it easy for speculation to rig the market. The periodical 
takingof large quantities of exchange must make it particularly 
easy for speculators to créate an artificial scarcity of bilis by 
which the State must suffer if its remittances cannot be post- 
poned. If instead of periodical purchases Exchange were taken 
regularly and uniformly, if possible for a daily fixed amount, 
speculation would be defeated in its attacks on the Treasury, 
at least, as any artificial faU must be followed by a corres- 
ponding rise, and any loss realized on one operation would be 
compensated by a profít on another, and thus a fair average 
would be attained that would correspond to the real médium 
valué of exchange during the year. 

The alternative proposal of recovering duties on imports in bilis 
of exchange, iñ lieu of gold, would be preferable in so far as it 
would elimínate the necessity and useless waste entailed in im- 
porting bullion or specie only to be immediately re-exported, 
but would eqaaUy fail either to efPect any improvement in the 
rate of exchange or to check speculation. The payment of 
duties in bilis of exchange must diminish the market supply 



by the amount thus withdrawn, and, oonseqnently, mast ex- 
eroise a precisely similar effect as if the governmeiit had 
enteredthe market as a taker for their equivalent. 

Speeolatioiij moreover, cannot affect the rate oí exchange in 
such a manner as to increase the average cost oí remittances for 
payment of the foreign liabilities of the country, or as cannot 
be easily counteracted in the manner just described. 
The distribution of the precious metáis obeys precise and unal- 
terable rules of supply and demand. To imagine that by mere 
legislation this current can be deviated and directed hither and 
thither denotes the faUure to grasp the principies that regúlate 
its distribution. These principies may be summarized in Ri- 
cardo's memorable words. "Gold and silver have been chosen 
for the general médium of circulation ; they are by the competi- 
tion of commerce distributed in such proportions amongst the 
different countriee of the world as to accommodate themselves to 
the natural traffic that would take place if no such metáis ex- 
isted, and the trade between countries were purely a trade of 
barter." 

The coUection of duties on imported merchandize, either in 
gold or on a gold basis in currency at the exchange of the day, 
appears to be an urgent físcal necessity. 

It is, however, well, whilst recog^izing this necessity, to disa- 
buse our minds of the illusion in regaid to the results of such 
a measure engendered by the teachings of almost all local au- 
thorities that have treated the subject. 

Such a measure, though requisite to ensuie the fínancial equili- 
brium, can be of no as8i»tance in the accumulation of gold in the 
country or for tle renewal of specie payments unless it cor^ 
respond with an improyement in the balance of our intemational 
payments, and thus secure a readjustment of the natural 
distribution of the precious metáis as regards this country. 
Without this indispensable preliminary gold may be imported 
in millions only to emigrate again as fast as it arrives. 
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The influence of Speculaf ion on the valué 

of the currency. 



Specnlation, whether directly in ezchange iieelf or in com- 
modities, will exercise no independent or sepárate action on the 
ultímate conrse ef exchange further than reducing or ezag- 
gerating the period over which the effects of the variations 
wonld be otherwise f elt. 

A temporary rise or fall of ezchange^ created ezclusively by 
specnlative operations withont any real cause f or their basis, 
will leave no permanent impression because its effects must be 
compensated by the faU that wiU occur when speculators com- 
menee to realize. 

Specu]ation,for ezample^ on importedgoods may by unduly in- 
oreasing the demand for biUs cause a f aU inr ezchange^ that wiU^ 
however, be reouperated by the posterior reduction of importa- 
tion until the quantity of imports again balances the demand. 

Speculation in ezports would merely raise their cost to the 
ezporter and not sensibly affect their quantity ; so that there 
would be no falling off in the quantity of bilis offering unless 
the object of the speculation was to influence ezchange directly 
by witholding bilis. When, however, these bilis carne to be 
realized they must affect ezchange f avourably in precisely the 
same manner as their withdrawal from the market had 
previously depreciated it. 

No commodities that are largely dealt-in can long escape the 
influence of speculation ; and bullion, which is the médium of the 
barter that operations in ezchange represent, as well as the bilis 
of ezchange themselves form no ezception to the rule, especially 
in those countries where the currency consists of inconvertible 
páper, and where, in consequence, the oscillations of valué are 
greateet and offer greater opportunities for realizing eztravagant 
andimmediate profits. 

On the contrary, operations in gold, as carried on in Buenos 
Aires, orín ezchange as in Brazil, offer pecidiar attractions to 
the speculator, as the laws that regúlate their oscillations are 
pretty well comprehended, and the circumstances likely to cause 
such variations a8certainable,whilst commodities of prime neces- 
sity, which with stocks and shares absorb the attention of 
speculators in most other countries, are subject to inflnite 
contingencies that often defy the most prudent calcnlations. 
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Speculation in gold or exchange has, moreover, the advantage at 
being easily and rapidly liquidated by a single operation. 

Speculation has always been the hite notr of Sooiety, that 
sinoe its first ezistence has vainly attempted to distinguish 
between legitímate and illegitimate speculation or gamhlmg ; 
because the vice, whatever it may be termed, origÍDates in the 
artificial constitution of Society itself . 

In theory speculation and gambling are distinct, but in prac- 
tíoe the methods of one and the other are identícaL 

In his " Traite elementaire des operations du Bourse " M. 
Courtois states that : — " The rise and fall of prices proceeds from 
yariations of the two ratios of a deal, the ratio of the supply 
and the demand to each yalue : every alteration should be due to 
a modification, of the supply or demand, or of both at once." 
Operations that are founded ezdusiyely on the probsbilities of 
a rise or fall in prices dependent on natural modifications in the 
supply and demand are described as Ugüimate speculation, 
and are regarded as the weU merited recompense of greater 
previsión and perspicacity, as well as of greater audacity. Ope- 
rations that are not founded on the so termed 'natural' 
yariations of supply and demand are deemed illegitimate and 
qualified as gambling. 

Speculation is usuaUy attacked for raising prices and thns 
injuring consumers, though it as often operates for a fall. At 
the preeent moment a liyely campaign is being carried on in 
Europe against speoulators in wheat and wheat-warrants, who 
are accused of being the cause of the ezoessiye fall in the price 
of that cereal ! Jules Domerke, in his reoent work La Bevolution 
Economique pretenda that " Speculation is only honest that has 
for its object the raising to its true yalue of the price of a product 
insuffidently esteemed or exoessiyely depreciated ; and is then 
beneficial, stimulating commerce and industy; but in suoh a case 
this is not speculation as it is generally understood." 
í The aim of all speculatíon is to make a profit, that must be 
[paid either by producers or consumers or both, by charging 
more than the goods cost, or paying less than they are worth. If 
such profíts are immoral in one case they must be equally so in 
the other; whilst to attempt to distinguish between legitímate 
and illegitimate profits of this desoription reyeals at once the im- 
possibility of agreeing where one ends and the other commences. 

The whole constitution of society is basedonthe legitimacy of 
such profits» If this be disputed there is no altematiye but to 
aoceptthe socialistic programme for the reorganisation of 80cie1«y 
by which all such profits 'legitímate' or ' illegitimate ' wouid be 
excluded. 
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ApropoB of this subject Max Nordau writes in Les mensonges 
eonventionelles. "La epécnlstioii estime des plus intolerables phéno. 
ménes morbides de rorganisation économique. Les profonds es- 
prits, qni trouvent exoeUents tout ce qui est, ont cheiché aussi k la 
déf endre; ils Tont jugée néoessaire, et se sont méme enthonsiasmés ' 
I>our elle. Je vais montrer k oes panygéristes étomdis par quels 
principes ils sont entres en vignenr. Le spécnlateur jone dans la 
Tie économique le role d'nn parásito. jQ ne produit ríen, ü ne rend 
méme pas, oomme le marchand, les servioes plus ou moins contes- 
tables d'nn intermédiaire ; il se borne k enlever par la rase on la 
violence an?: vérítables priddnctenrs la plus olaire partie de lenr 
travail. Le spécnlateur est un voleur de grands chemins, qui pour 
une minee indemnité, dépouílle les yrais producteurs de leurs 
prodnits, et forcé les oonsommateurs k les lui acheter beaucoup 
plus cher. L'arme avec laquelle il assaille, oomme un voleur de 
grands chemins, producteurs et oonsommateurs, est k deuz tran- 
ehants et se nomme " hausse et baisse." 

Chaqué travailleur, sans exception, est tríbutaire du spécn- 
lateur. Tous nos besoins sont prévus, tous les objets nécessaires 
au consommateur sont achates d'avance k crédit par la spéculation 
et nous sont revendus au comptant le plus cher possible. Nous 
ne pouvons pas mangar une bouchée de pain, reposer notre tete 
sous le toit hospitiliar, placer quelques economías sans payer au 
spécnlateur une contribution sur les cereales, les térras, les mai- 
sons et les valeurs de Bourse. L'impdt que nous payons k TEtat 
est suffisament lourd, bien moins,' capandant, que celui auquel 
nous soumet la spéculation. On a essayé de défandre la Bourse 
oomme une institution nécessaire et utile. C'est simplemant 
monstrueux ! Quoi ? La Bourse ast utile et nécessaire ? S'est elle 
done jamáis renfermée dans les limites que lui afsigne lathéoríe.^ 
A-t-elle jamáis été simplement le marché oh l'acheteur da bonne 
foi rencontre la vendaur de bonna foi, oh. une demanda honnéte 
et une offerte sincere se balancent Tune et Tautra ? 

Comparar la Bourse k un arbre vénéneux est une imaga trop 
faible at incompleta, car eUe ne rend sensible qu'un cóté da son 
action. La Bourse est une cáseme de brigands dans laqualle les 
modemes héritiars das chevaliars-bandits du moyen-r ge s'éta- 
blissent at coupent la gorge aux passants. Comma las chevaliars 
bandits, ils s'arrogant le droit de ran9onner le marchand et Tar- 
tisan ; plus heureux que les chevaliers-bandits, ils ne se risquant 
pas d'étre pendus haut et court s'ils sont surpris dans laur oeuvre 
de coupeurs de bourse. 

Les déf enseurs de la spéculation disent : Le spécnlateur a dans 
le drame économique un role legitime, songainest la recompense 
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d'une plus grande perspicaoité, d'une plus sage precisión, d'un 
jugement plus rapide et d'une plus grande audace. 

L'argument mérite que nous le retenions. Ainsi done, paree que 
le spéculateur dispose des moyens d'information inaccessibles au 
grand public, parce qu'il redoute moins les portes que Thomme 
honnéte qui économise, et parce qu'il evalué les possibilités de 
toutes sortes plus habilement que celui-ci, il a le dtoit de dé- 
pouiller le travailleur du produit de son travail, et d'entasser des 
richesses tout en restant oisif ! Ce droit repose done sur ce qu'il 
a de meilleures armes — des informations ; un plus grand courage 
— celui de mettre en jeuTargent d'autnii; une f orce sfipéríeure — 
oelle du jugement et de Tintelligence. Mais alors, admettons un 
peu que les prolétaires aient encoré de meilleures armes — ^fusils k 
répétition ou bombes de dynamites ; qu'ils aient encoré un plus 
grand courage — celui de risquer leur yie; et une forcé encoré su- 
périeure — celle des musdes et des os. En ce cas les défenseurs de 
la spéculation devront reconnaátre aux prolétaires le droit de 
dépouiller k leur tour les spéculateurs, ou bien la théorie par la- 
quelle ils cherchent k légitimer la spéculation est un mensooge." 

Unless we are, theref ore, prepared to accept such teacbing, 
and to limit our profits to the 'legitimate' fruit of our individual 
labour,denunciation of spéculation wouM seem to be in absoluto 
contradiction to our practico and rule of lif e, and to lack the 
essential necessary to secure success—sincerity. 

There is, however, another phase of spéculation that the so- 
cialists usually overlook. M. Ferry Beaulieu writes in the *Temps' 
in regard to the spéculation' in wheat, which was then, as now, 
ezercizing the Parisian mind. 

"La spéculation, qu'on ne Toublie pas, est la concurrenee, 
Tessence méme du commerce. La vérité économique, c'est qu'il 
faut chercher k réduire les frais généraux qui pésent trop lourde- 
ment sur certaines marchandises. Or Cette réduction ne peut se 
faire que par Tentente des producteurs et desconsommateurs, ou 
par la constitution de grandes entreprises, qui traitant par masse 
réalisent des économies enormes sur les transports et sur les ma- 
nutentions. Or, qui a permis la constitution de fortes maisons 
d'exportation, sinon Téventualité de realiser un gain ? Des qu'ils 
prévoient qu'un pays aura unemauvaise récolte de cereales, ees 
importeurs precnent leurs diepositions pour Eatisfaire les de- 
mandes éventuelles, si bien que depuis de longues années, dans 
les pays civilisés tout au moins, la famine, cette plaie d'un autre 
age, a complétement dispara. Voila ce que la spéculation a permis 
de faire et le courtage de ees intermédiaires a été, en somme, si 
peu onéreux que Ton a fait une vive campagne afin de rétablir 
des droits protecteurs centre leur action." ! 
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Spectdation can only prove injurious to the general interests 
of prodiicers and consiimers alike when speculators are allowed 
to créate monopolies. Such monopolies are in these days of com- 
petition impossible nnless facilitated by partial and unjttst laws. 
If allowed to opérate freely, the sovereign law of supply and de- 
mand will trinmph over all suoh pretensione. All, therefore, 
that can be legitimately expected of govemments in this respect 
is that by their action, or by the action of ill-conceived legislation, 
the creation cf monopolies by speciilation shall not be facilitated. 

Passing from the moral aspect of the problem let va now ex- 
amine the purely material and economical effects of speculation 
in exchange on the valne of the currency. 

The same train of reasoning applied by S. Mili to the análisis 
of the effect of speculation on the prices of articles of prime ne- 
cessity is applicable to that in exchange. 

Speculators in exchange by their wholesale purchases of biUs 
créate an artificial scarcity and consequent fall in the rate of 
exchange ; and though in appearance such operations should yield 
large profíts, in reality they are only apparent, and disappear as 
soon as the speculator commences to realizo, unless some real 
cause beyond the mere speculative purchaséS of bilis existed for 
the fall of exchange, which will rise again, precisely as it had 
fallen, and probably more; so that there will be no profit at all for 
speculators as a class, though some few, perhaps, by realizing 
before others may be benefited ; proving that in this case the 
proñt must be realized at the expense of other speculators, and 
that in no possible case can profit accrue to speculators as a class 
by a purely artificial rise or fall in the rate of exchange. On the 
contrary, speculators will themselves have paid more for some 
part of their purchases during the rise, and will, moreover, run a 
considerable risk of a still greater loss, for the temporary high 
prices would hav^e tempted others who had no part or share in 
the operation, and might otherwise not have found their way 
into the market at all to buy, and thus intercept a part of the 
advantages; so that, profiting by a scarcity caused by himself, 
the speculator is by no means unlikely, after buyingin an average 
market, to be obligad to sell in a superabundant one, ot vice- 
versa, 

If, however, the speculation for a fall of exchange were based 
on some real cause independent of the fall created by the spe- 
culative purchase of bUls, such as a f ailure in the coffee crop^ 
then the profíts that would be realized by speculators would be 
the result of superior judgment and foresight. Speculation for 
a fall in exchange in such a case would be f ounded on the anti- 
dpation of the alteration in the ratio of the supply to the demand 
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of bilis of exchange, and, if b^ restriotive le^lation such specu- 
lation were impeded, it would be simply transferred to the 
commodity itself, as it would be a matter of indifference, as far 
as the ultímate results of the speculation were concemed, 
whether a fall in the rate of exchange were first oreated by 
means of an artificial scaroity of bilis t<» be f ollowed by a rise in 
prices, or, operating directly on the staple in lieu of the médium 
of exchange, the rise in prices preceeded the inevitable fall of 
ezohange. 

. If, however, as often happens, even when the speculation is 
founded on the most reliable information, the rise were 
exaggerated; speculators would become losers, and the public 
gadn the equivalent of their losses. 

C Spe culation can only anticípate and not control results77 Any 
artificial rise in exchange must be f ollowed by a corresponding 
fall when not based on real causes, and the only sufferers in such 
a case will be the speculators themselves. 

The only inconvenience suffered by the public at large by a 
permanent rise or fall in exchange orígínated by speculation and, 
therefore, founded on real causes and inevitable in any case, 
would be that the dpeculative sales or purchases would have 
caused a premature rise or fall, and thus spread the effects over 
a longer periodo thus mítigating them at the climax. 

S. Mili states that a permanent and general rise or fall of 
prices, such as must result f rom oscillations of exchange, will not 
ca(use a lasting benefit or injury to any one. 

This, however, is not the case wíth an inconvertible currency, 
when every alteration in its valué must disturb the relations of 
debtors and creditors. Every rise in the rate of exchange must 
confer an advantage on creditors at tha expense of debtors, and 
visct^versa j whilst producers and exporters will, in consequence 
of a fall of exchange, not only command a higher pnce for 
their produce, but also a higher valiie, and the contrary occur 
if exchange were to rise. Importers who, in consequence of a fall 
of exchange were obliged to pay more for their merchandize, 
wQuld also sell them for more, and vise-versa, 

The labouring dasses in common with unproductive consumers, 
who cannot adjust their receipts and expenditure to rapid 
fluctuations of exchange, must certainly suffer f rom an artificial, 
and, therefore, transitory rise of exchange and the consequent 
rise of prices of most oommodities, so long as the rise in exchange 
lasted ; and, although it is true that the only permanent real 
loss will in such a case fall on speculators themselves, yet it 
cannot be denied that individuáis and whole classes may suffer 
leverely from such oscillations. As, however, a speculation iar 
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a fall of exchange, tmless fonnded on real causes, mtist be follow- 
ed by a corresponding rise, the injury inflicted by one will be 
compensated generally by the other, but not in many cases 
indiYidually. 

It is, however, only on such considerations that special mea- 
sures directed against this particular form of speculation can be 
justified. All and every variation in the valué of the currency 
must' be mischievous and inflict injury and loss on some one, 
besides producing a general f eeling of insecurity inspired by the 
precariousness of engagements. But these effects are not solely 
produced by speculation in exchange, and may be, and are, 
equally created by speculation in the staple exporta themselyes, 
and still more so by the direct action of the Govemment; so 
that, to be logical, not only should all speculation of every kind 
be prohibited, but the administration itself should be prevented 
from interfering with the currency and influencing exchange, 
whioh is impossible even if the control of the circulating médium 
ceased to be a govemment function. 

Speculation in exchange is only more odious than any other 
class of speculation because its effects are more direct, more im- 
mediate, and, consequently, more apparent. 

ünless, therefore, it were determined to wage a campaign for 
entirely moral considerations against all kinds of speculation, in 
which what areyet deemed *leg%timate* profíts must be eventually 
included, the advice of S. Mili inregard to speculation in articles 
of prime necessity appears particularly appropriate. 

**The interest", he says, **of speculators in general coincides 
with the interest of the public, and as they can only fail to 
serve the public interest in proportion as they miss their 
own, the best way to promote one is to lea ve them to pursue the 
other in perfect freedom." 

No speculation is liable to great.er risks than that in exchange. 
The valué of the currency depends on the constantly varying 
quantities of an almost infinite variety of elements ; on the valué 
of exports and imports, on the rate of national expenditure and 
the methods employed to meet it, on the increase of foreign im- 
ported capital and the reverse, and indirectly on men's passions 
and f ollies, and even on changes of the weather ! 

What speculator can possibly hope to reduce to their numerical 
equivalents such heterogeneous and contradictory factors? At best 
he can only pick out one or more of the most prominent, study 
its course, and form an approximate estimate of the effect it 
may exercise ; calculations, however, that are liable to be upset 
by an infinite variety of circumstances which he has not and 
could not take into account. 
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Á Bpeculator, for example, that has laborionsly collected all 
the available information regarding' the probable valne of 
the cofPee crop, and come to the conclusión that it wiU be 
smaller than usual, anticipates a consequent fall of exchange 
and speculates accordingly. Whilst he is exulting over the pro- 
bable profíts of his superior perspicacity and judgment there 
occurs, perhaps, one of those uncalculable accidenta to which such 
precariouB speculations are liable; some powerful but hitherto 
quiescent factor becomes suddenly animated, and his caref ul 
calculation of probabilities falls to the ground like a house of 
cards. The government, we will suppose, unexpectedly negotiates 
a new foreign loan, or the price of ooffee rises unexpectedly 
abroad and sufficient to compénsate for the shortage in bilis due to 
its decreased quantity, when our audacious specúlator will 
think himself lucky if he escape without loss from what ap- 
peared to give a sure and certain promise of large profits ; in 
this, however, he will be very unlikely to succeed, because even 
if exchange should not absolutely rise to a rate in excess of the 
average price of his speculative purchases, the expense in- 
curred in interest and commissions would inevitably leave 
some loss. 

Besides the normal contingencies to which speculation in ex- 
change Í8 liable from what L. Say terms '¿a nature des choses,* 
another artificial danger is created by the methods of the specú- 
lator himself. Speculation in exchange is úsually carried on by 
purchase of what is not paid for ñor ever intended to be de- 
livered; liquidation being effected by the settlement of dif- 
ferences. The specúlator purchases or sells to the banks a 
certain valué in bilis of exchange deliverable at a certain date, 
depositing a percentage in guarantee, which he is bound to 
-Cuerease if exchange goes against him. 

As the Banks themselves fíx the current rate of exchange, it is 
possible by a combination between them when the date of 
liquidation arrives, which is generally periodical, to manipúlate 
the rate so that the true profit of the specúlator will be consider- 
ably reduced, if there were any, or if there had been a slight loss, 
to exaggerate it in such a manner that his marginal deposit 
would entirely disappear. The only guarantee against such a 
combination lies is tho number and character of the banks 
themselves. 

The advantage in such operations seems to be decidedly 
on the side of the Banks, and it is amazing how speculators 
can be found audacious enough to acce^t not only the natural 
risks of such operations, but this chronic addition. 
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The recent proposalsfor therepression of spectilation by means 
of taxation appear to be a mistake. 

Any taxation of this sort is limited by the cost of importin^? 
and exporting bullion, and this is not sníficient to affect specu- 
lators, whose expectations of profits are nsnally on a gigantic 
scale. 

It will, however, permanently affect the legitímate operations 
of Commerce; that is, the purchase or sale of exchange on time 
for actual delivery, and to cover liabilities really incnrred pay- 
able at fixed dates. The taxation of time sales, thongh it 
woiüd increase the revenne at the expense of speoulators and is 
on this acconnt tmexceptionable, would also disconrage legitímate 
operations of this character, and thereby exact the employment 
of a larger amonnt of capital in commercial operations, and 
coDsequently tend to raise the cost of both imports and ex- 
ports. 

A modérate taz on time sales will not much affect specnlation, 
and if it were excessive or largely exceeded the cost of importing 
and exporting bullion, would prove counteractive ; aa, thongh the 
speculation in exchange might be abandoned, it would be simply 
transf erred to bullion or to coffee itself . 

The most recent instance of fínancial and economical disorgan- 
isation which, having been created by methodb almost identical 
to those that have provoked the degrmgolade in this country, are 
bound to produce similar results, is to \H^ found in the Argentine 
Bepublic. The disastrous oonsequencesof theforward policy in 
that country shou Id, it would be imagined, have served as a 
váluable object lesson, to point a salutary moral to its imme- 
diate neighbours, and serve as an example of how the flnanoes 
of a country should not be administe'^'ed! 

If, however, it is too late to cry over spilt milk, or to prevent 
the evils that almost unlimited emissions of inconvertible paper- 
money are bound to entail, at least we may profit by avoiding 
the same errors into which our neighbours have again fallen in 
attempting to remedy the disasters that have almost over- 
whelmed them. 

In Buenos Aires, as in Rio Janeiro, repeated emissions of paper- 
money and extra vagan t expenditure have resulted in a violent 
and permanent d epreciation of the national currenoy. Exchange 
in the Argentine Eepublic since 1884 has fallen 70 per cent, 
from 48d to about 14d ; and in Brazil 67 per cent., from 27d to 
9d, since 1889. 

To satisf y popular clamour and divert attention from their own 
empiíic and corrupt administration the Government of Dt. 

Juárez Celman selected as the scape-goat of its own shortcomings 
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Speculation; aocnsing it of syetematically depreciating the cur- 
rency. 

In 1889 the fírst measure taken to represa this nnisance was 
to ñame an oficial liquidator on the Bourae ; and as this produced 
no good effect it was followed by the prohibition of all time sales 
of gold, and finally the Bourse was closed altogether. 

Gk)ld, however, continned to rise and time operations to be 
effected from house to honse with the responsibility of the cus • 
tomer in place of the broker's. In the coorse of a few weeks as 
this measure produced no good effect, but, on the contrary, gold 
continued to rise, the minister of ñnance, Dr. Várela, resigned, 
the Bourse was reopened,but time sales were still forbidden. After 
the lapse of a month or so even this restriction was withdrawn, 
and gold f ell at once, the govemment retiring worsted and hu- 
miliated from the struggle ! 

The tremendous rise of the premium on gold in 1893 to 350 
per cent, inspired the new govemment with the novel and popular 
idea of laying the blame on the f oreign banks, which were accused 
of f omenting and participating in the speculation and of depreci- 
ating the currency in which almost all their own capital was 
invested ! A commission was then appointed to examine the books 
of all the foreign banks with absolutely no result to substantiate 
the charge. This action of the Argentine Executive is of parti- 
cular interest here as a similar chauvinistic and popular misap- 
preciation is evidently latent in our community, which might at 
any moment urge the govemment to take a similar false step. 

Attempts to prohibit speculation, which is contemporaneous 
with the birth of commerce itself, by means of repressive legisla- 
tion have been made and abandoned in almost every civilized 
country. The repetition of such unproductive experimenta only 
proves that collectivefy, as individually, we must all gain our 
particular experience, and can rarely, if ever, apply the object 
lessons that the exi>erience of others supplies to avoid falling 
into similar errors. 

The phenomenon known as Confidence is in reality, as far as 
exchange goes, merely an anticipation of some improvement or 
continuance of an administrativo policy calculated to raise the 
valué of the currency, whilst a want of conjidence is its negation. 

A hope or promise of retrenchment or of a reduction of the 
volume of the currency, for example, will créate a benefícial effect 
on men's minds, and a tendency toanticipate events. In this 
manner increased confidence may result in a rise of exchange, 
whilst anticipations to the contrary will have an opposite effect. 
Neither one ñor the other, however, can be permanent unless these 
anticipations are realized; in other words, unless the speculation 
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Í8 foonded on real causes. This phenomenon of confidenoe, and 
the obverse, proves how unconsciously we are all speculators and 
inclined to discount ihe future ! 

Specnlation is natural, inevitable andirrepressible, becauseit is 
the ezpression of the most valuable of our characterístics, the 
hopef ulness of human nature ; and will continué to be so until our 
moral development destroys eren the desire to enrich ourselves 
at the expense of others, and altruism becomes the rule of life ; 
a poBsibility that does not appear to have any immediate proba- 
bilitj of realization ! 

In the meantime, therefore, as it does more good than harm^ 
and even the harm it does is chiefíy to itself , the best oourse to 
pursue is to let it severely alone ! 
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National Industries. 



For fiscal reasons it is not only manifestly impossible at the 
present j anotare to reduce the daties on imports, but it is 
exfcremely probable that necessity or oonyenienoe may exact a 
positive increase. 

Soch an increase, however, would be as illojj^cal as impossible 
if its only resalt is to defeat its object, and to merely increase 
the profíts of National 'proteeted * industries at the cost of the 
revenue and of consumers ! 

The present system of periodically increasing the percentage 
of duties on imports, by means of surtaxes as exchange drops, has 
been shown to be ineffective; as it is impossible to be constantly 
altering tariffs, and the only alternativo, the recovery of the 
whole or part of the duties at par exchange, to be the sine qua non 
of a permanent equilibrium of Bevenue andExpenditure. Apart 
f rom these considerations there can be no doubt that the present 
system of appraising duties is as unfair to National Industry 
itself as it Í8 injurious to Revenue. 

The following table shows the valué of duties aotually re- 
covered, and their valué if recovered at par exchange. (1894) 
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1890 


98.477:694$ 


117.523:280$ 


19.045:586$ 


10.15% 


1891 


104.097:6135 


172.289:877^ 


68.192:264$ 


36. 1% 


1892 


187.876:587* 


245.339:287$ 


87.463:700$ 


35. 6% 


1883 


189.439:552$ 


301.446:528$ 


112.006:976$ 


37.1^ 



The reduction in the real percentage of duties on imported 
merchandize in 1890 was 10.15 per cent, of the real valué it 
should have paid had exchange remained at 27d.; and increased 
to 36.1 per cent, in 1891, and 37.1 per cent, in 1893 ! 

A reduction of 37 per cent, in the duty on foreign imports must 
seriously affoct the position of many, if not of all, National In- 
dustries. A maniifacturér that initiated an industry, for example, 
with the guarantee of a protective duty of 50 per cent., would see 
that duty reduced to 31 .45 by the action of the fall of exchange, 
and verypoásibly would be quite unableto competo on such terms. 
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The increase ofoertain specific dutiee on imported gooáa in 
1890 was the delibérate ontcome of the ' protectionist ' policy 
then adopted. The duties levied by the former^ or Belisario, 
tariff were judged insufficieut, and raised in many cases 50 per 
cent, in order to enable local manufactures to compete sucoess- 
fully with imported merchandise. 

The effect of the depreciation of the currency on the real valué 
of the duties recovered has, however, completely destroyed the 
adTantage thus conferred, and reduced the actual rate of duties 
to a lower AYera^Q than even that of the despised tariff of 1887, 
inspite of consecntive surtaxes of fírst 50 "/•, and then 30 "U more 
charged on the majority of imported goods ! 

The average percentaje of import duties of the Belisario tariff 
in forcé until 1890 was 43 "¡o, and that of the new tariff 44 7«. 
(Dr. Barbosa's.) 

Had all classes of goods been uniformly imported in the same 
proportion as in 1889-1890, the real valué of the duties actually 
recovered in 1894 wou)d represent a positivo decrease of 38 % 
compared with the Belisario tariff ! 



Under the oíd (Belisario) tariff the average 
duty of 43 % on goods of the valué of l$0ü0, 
with exchange at par would be 



The actual duty (1894) as per the new tariff is 
44 % which on IJ^OO.O at the exchange of lOd is 

Plus á Surtax of 50% levied on % of goods im- 
ported 



ON THB BBMAINING J OF GOODS IMPOBTED THE 
FOLLOWINO DUTIES AlCE CUAKaED 

Duty 44 "/o as per tariff on 1$000 at lOd ex- 
change , 

Plus additional tax on certain classes of goods . . . 
Plus Surtax 50 % 

Total actual average duty including sur- 
taxes, etc 

Deduot this from average duty of the Beli- 
sario (1877) tariff 

The balance represents the reduction equi- 
valent to 38 % operated in the real valúes 
of duties by the f aU of exchange from par 
tolOd 
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4.40 
2.20 
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1.32 



5.72 
2.86 



8.58 xJ-2.145 



7.095 

11.610 



4.515 
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It becomes an impossibility f or the manuf aoturer to estímate 
the real oost of the importad goods with which he mnst compete 
when the valué of the duty varíes wíth every oscíUatíon of 
exchange, as the followíng examples of two artícles largely 
produced ín the country and also ímported demonstrates. 

Pence 
Jute sacking, or Aniagem ín 1889 paid duty at 

the rate of 60 °/o or 0|300 per kilo, whích at 

27d ís equívalent to 8.1 

It now pays accordíng to the tarífP 

of 1890 Rs.01300 

+ 50 V» surtax „ 01150 



Equívalent to 33.36 •*/© ad valorem !Rs.0$450 at lOd exoh'ge. 4.5 

Leavíng a difference of 3.6 

Whích is equívalent to a reductíon ín the real valué of 

the ímport duty of 44.4 "/o ! 
Agaín: — The duty on cloth (cachemira) was,ín 1889, 60 **/© 

or Bs.4$200 per kilo equívalent at 27d exchange to 113.40 

To day the duty per tariff 

of 1890 is Es.4$200 per kilo 

+ 30sur-tax „ 1$260 „ „ 



Bs. 5$460 
1- 60%increase „ 3$276 



Total Es. 81736 per kilo atlOdexch' =87.36 

Leavíng adifference of 26.04 

equívalent to a reduction of the duty on cloth by 22.9 per cent ! 

If, then, a manuf acturer counting on a specifíc advantage 
afforded by the tariff equívalent to 60 per cent, duty on foreign 
ímported goods, both jute and cloth, fínds this advantage 
reduced suddenly to 33.3 per cent, for jute and 46.26 per cent, f or 
cloth, it is probable that unless he can obtain compensation ín 
some other way (by reducíng wages for example) be would be 
unable to continué to compete at aU with foreign ímported 
goods, as such enormous differences would npset the most 
careful calculations ! 

This effects of the recovery of dutíes in currency of oscíllating 
valué, together with the uncertaínty as regards the permanency 
of the protective policy, Í3 probably the cause that has hitherto 
deterred European capital from being largely employed ín the 
manuf acturing industries ín this country. 
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Looking at the matter even f rom a purely Proteetionist point 
of view, it is unquestionable that an uni/orm and unvarying tariff, 
that can only be obtained by the appraisement of dutiea on 
a gold basis^ is an essential condition of the rapid development 
and prosperity of most national manufacturing industries, and 
that the normalisation of duties in this manner would be as 
advantageous to industry as to reyenue, whilst it would put a 
stop to the constant and often well founded complaints and 
increasing demands for further protection, which are not al- 
ways equally legitimate or reasonable. 

The recovery of duties in gold, or at the par exchange, would be 
equivalent, as has been already pointed out, to an increase of 37 
to 38 per cent, of the duties actually charged including the sur- 
tax. Such a measure must favour immensely National indus- 
tries at the expense of imported goods, and consequently of 
revenue. 

Unquestionably, some of these industries are in reality 
suffering from the reduction that the fall of exchange has 
brought about in the real valué of duties, and it would be only 
equitable that they should be aUowed to take adyantage of any 
opportunity to retum to the indispensable statu quo. There are, 
however, many other industries, and these by far the most im- 
portant and not the least importúnate, that do not require, ñor 
in fact have required for many years, any extensión of favours 
from the State, as is proved by their ability to continué paying 
large and increasing dividends in spite of the reduction of duties 
caused by the fall in exchange to a rate even less than that at 
which they stood previous to the increase of the tariff in 1890. 
Such industries have unquestionably, received their quantum suff 
of protection, and should not be permitted to further increase 
their already bloated profits at the expense of revenue whenever 
fiscal necessities render an increase of duties imperativo. 

Without entering on the discussion of the vast subject of the 
relativo advantages of protection and /ree-trade, it is to be 
presumed that even the most enthusiastic advoóates of protec- 
tion do not pretend or desire to afford more than suj^ücient assis- 
tance to National industries, and such as will enable them to 
compete on f airly profitable terms with eimilar f oreign imported 
commodities; any exaggeration of such a policy beyond this 
point, that could only result in enhanced profits for a certain 
and very restricted class at the cost of all consumers and to the 
decided detriment of revenue, would be simple spoliation. 

The fact that most of the National Industries that were 
^.Iready in operation previous to the increase of the duties by 
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the Provisional Governineiit in 1890 were then and continué to 
be extremely prosperous, provea that the protection they receive 
f rom the tariff is amply sufficient to secare the legltimate objects 
of protectionism, and that any f urther increase of privileges is in 
their case both unnecessary and impolitic. 

The foUowing extract f rom a letter published in the Diario do 
Bio Grande by a well known and most successful native manu- 
facturer confírms these conclusions. " I believe, as I always 
have believed, and have stated more than once, that National 
industries suitable to the country and properly installed, both 
technically and economically, do not reqxdre even the enormous 
duties they now enjoy, much less any increase. As re^rds the 
undertakings that are not thus situated, certainly they should 
not be protected any further at the expense of consumers. For 
them only one process is possible or advantageous — liquidation — 
so that by reorganization in a new and more reasonable form 
they too may develope and prosper," 

The resulta obtained by the Fabril and Pastoril of Rio Grande, 
and the Alagoana textile Companies, which have yielded an 
average dividend of 19 g and of 46% respectively for the three 
years 1892 to 1894, conclusively prove that not only does this 
industry require no further assistance in the shape of higher 
duties on similar imported products, but that the protection it 
already received in 1889 from the Belisario tariff was amply 
sufficient to secure a profitable return on the capital really 
employed when properly administered. 



Proflts of the Rio Grande Co. since its iustallatioii in 1884. 



1885 
1886 
1887 
1888 
1889 
1890 
1891 
1892 
1893 
1894 



Nominal gross 
protits estímat •(! 
m curreucy in "/o 
of tlie currency 
capital. 



Redi KTOss proflt 
uslimatediuKold 
lii ^'.'o »í the ífold 
capital employed 



8.74 


7.0 


6.33 


5.6 


16.11 


17.4 


14.67 


18.8 


15.15 


18.7 


21.04 


22.8 


17.34 


14.9 


25.23 


24.2 


25.60 


20.3 


32.07 


24.3 
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The average rate of duties levied by the different tarifPs during 
the same period were as follows •• — 





BELISARIO 
TAUIFF 

1887 to 1890 


KUT BAKBO- 
8A.. TÍ.KIFF 

1890 


PBS81CKT TABIFF 
IKCLVOING 8ÜETAX18. 




NOMINAL 


BBAL 


Cotton £foods 


47.48% 
46.30% 
29.14 % 


51.30Vo 
50.78% 
31.43°/o 


85.52 o/ü 
81.39 o/o 
49.71 o/o 


40.92% 
40.29% 
23.71 °/. 


Woollen 


Jute 






Average for three classes 


40.97 /o 


46.50O/O 


85.540/0 


34.98 o/o 



This table shows an apparent increase of more than IO70/0 in 
the rate of duties on textile imports compared with the Belisario 
tarifí, and 84 % compared with the tariff of Dr. Euy Barbosa, 
that came into forcé in 1891. The increase is, however, in both 
cases purely nominal j in reality the duties actually recovered in 
1894 represent only 85.3 /o of the real valué of the Belisario 
tariff, and 75.2 ""^ o of Dr. Ruy Barbosa*s tariff, if reduced to 
their real valúes. 

If, therefore, profits have not fallen since 1890, in spite of the 
reduction of the real valué of duties, it may be fairly concluded 
that the textile industry, at least, requires no addition to the 
protective duties it already enjoys. 

Undoubtedly, there are many similar undertakings clamorous 
for further protection that do nut actually yield an adequate 
retum on the capital nominally employed ; but it will be ge- 
nerally found on examination that this is the result, not 
of insuí&cient protection, but in some cases of imprudent or 
unskilf ul management, and that in others the amount of capital 
actually employed bears but Uttle re^cmblance to its nominal 
valué. 

The foUowing dividends distributed by some of the textile 
Oompanies show that this industry is not in such a precarious 
situation as is usually represented; and if these be reduced to a 
percentage of the capital actually employed, they would be found 
to considerably exceed in most insl anees the nominal rate of 
dividend actually distributed in 1894. 
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ÑAME OF COMPANT 


KOHIHÁL 
CAPITAL 


KOMIWAL 

VALUK 

Or SHA.RKS 


DITIDKITD 
DISTRIBUrED. 


RATE % 


Brazil Industrial ' 6,000:000$ 

Confian9a [ 6,000:000$ 

D. Isabel ! 500:000$ 

Petropolitana 4,000:000$ 

Industrial Mineira 1,200:000$ 

Fabril. R. Grande ' 3,350,000$ 

Alagoana de Tecidos ... — 


200$ 
200$ 

200$ 
200$ 
200$ 
200$ 


14$000 

10$000 

25^000 

6$000 

12$000 


7^ 

5 
12 i 

3„ 

6 „ 
22 „ 
40 „ 



It Í8 probable that a thorougli investigation of the real 
situation of other proteeted industries would bring to ligbt a 
similar state of affairs. 

If for fiscal reasons it were determined to recover duties in 
gold, or in paper at a rate equivalent to the premium, this would 
be equivalent to an increase of 37 % on the actual (1894) gold 
valué of duties on imported merchandize in general, and to 
14.79 "/o on those of textile goods in particular. 

It has been clearly demonstrated that the textile industry, at 
least, requires no further protection, and oould not, therefore, 
complain if the increase of duties created by such a measure were 
prevented f rom exercising a protective tendency by the imposition 
of an equivalent internal tax, as also other industries that a 
thorough examination might prove to be similarly situated. 
TJnless some such measure were adopted, the collection of duties 
on a gold ba^is would result in an entirely undeserved and un- 
necessary accession of profits to industries already sufficiently 
proteeted by the tariff, at the expense of revenue. If, however, 
the right of all National industries to claim the advantages that 
they were virtually guaranteed under the tariff of 1890 were 
admitted, and this adopted for the future for the collection of 
duties on a gold basis, it would be reasonable to stipulate that 
any future increase of duties, that fiscal necessity might render 
imperative, should not be neutralized by the protective tendency 
of such a measure, but accompanied by an equivalent internal 
tax on all national industries already proteeted by import duties. 

Such a tax would be similar to the excise levied in England 
and India on all domestic products when a duty is imposed on 
similar goods imported f rom abroad. In this manner the revenue 
would be proteeted f rom loss, and an increase of duty imposed 
by the necessity of increasing the revenue prevented from ex- 
ercising any further protective influence, 
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A late report of the Inspector of the £io Custom honse leaves 
no doubt as to the influenoe exercised on imports and the revenue 
by the uncompensated inorease of duties. 

He states that; "In the report I already had the honor of 
presenting to Y. Excellency I warned you that the imposition 
of surtaxes of 30, 40, 50, and 60 °/o on merchandize already 
heavily taxed, in accordance with the law of 24 Deo. 1894, must 
inevitably prove a perturbing element in our commercial rela- 
tions, and result in the disappearance from our markets of large 
qnantities of producís that would no longer be saleable on 
account of the high prices they must rise to. My prediction is 
being realized. There are goods that pay duties of 80, 100 and 
120 ®/o on their valué; such duties increased by the surtaxes are 
positively prohibitive. I am, therefore, of the opinión that any 
increase of duties on imports at the present moment is un- 
advisable, and must produce an injurious effect on the customs' 
revenue." 

The collection of duties on a gold basis appears not only 
inevitable but advantageous, because, not only will it place the 
National fínances on a secure footing, but also will define more 
clearly the position of National Industries, and introduce an 
element of certainty and continuity in their relations with 
foreign competitors. 
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Foreign and Internal Loans and the Redemption 
of the Currency. 



It will, perhaps, be remembered that, when treating of the 
influence of foreign loans on real or intemational ezcbange^ tbe 
analysis of the manner in which they affected the valué of the 
currency was suspended until the laws that control the Taria- 
tions of nominal exchange, or the local valué of the currency, had 
been likewise determined (page 31). This having been done we 
can now resume that analysis. 

The influence of foreign loans on real exchange has been 
shown to be limited to a máximum appreciation of 0.21 pence, 
or suflicient to raise it to specie point, and that any f urther ap- 
preciation of the currency or rise of exchange consequent on the 
importation of bullion must be the result of variations of nomi- 
nal exchange only. The importation of bullion was likewise 
shown (page 143) to affect the valué of the currency in circulation, 
not in the inverse ratio of the price of bullion or specie, but in 
that of the average of all prices. 

If these principies are clearly comprehended we can proceed 
to illustrate them by means of a concrete example, and then to 
determine the comparative influence on the valué of the 
currency exercised by a reduction of its volume if effeoted by 
means of the proceeds of a foreign or of an internal loan res- 
pectively, both of which methods have been projected. 

The quantity of paper money in circulation at the cióse 
of 1895 was about Rs.790,000:000$. Suppose that with this 
amount in circulation a foreign loan were negotiated for 
£10,000,000 at the rate of 80 % of its nominal valué, bearing 5"/o 
annual interest and 1"/» sinking fund, whilst exchange stood at 
10 pence. The real or nett valué actually received would then 
be j68,000,000, and the real cost of the annual service of the loan 
equivalent to 7i per cent, on that valué, and that of interest to 
61 per cent. Foreign burdens would, consequently, be increased 
during a period of 36.7 years by an annual sum equivalent to 
¿8600,000, and must be compensated by a corresponding increase 
of exports, decrease of imports, or both, or else real exchange 
must fall again and the currency suffer depreciation as soon as 
the proceeds of the loan were ezhausted. 
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Snpposing that the local 'hvsiness* demand remain the same 
before as after the importation of the buUion, the general demand 
for the circulating médium must be increased by the amount 
imported, ¿88,000,000. 

Applying the equation of valué v*^— =^ , (page. 148), 

when D and S are equal we find tliat 

^= 7& ••• '' = ^-^ 

The supplyof the circulating médium Í8,theref ore, 790,000:000$, 
the demand 292,600:000$, and the valué of the currency 10 pence 
per mil reis. The importation of ¿£8,000,000 will, as soon as the 
gold is thrown on the market, be equivalent to an increase of 
the demand by Rs.l92,000:000$ ; and the demand will have 
risen to 484,600:000$. The equation of valué will now be 

484 600 
V— — r7Q« X 27 (í ^^ 16.56 pence, whi(?h is the rate to which 
790 

exchangewill beraisedby the importation of thebullion. Tothis 
must be added the improvement of 0.21^ in real exchange as 
long as the importation continúes, so that the total improvement 
of exchange produced by the loan will be 6^77 pence, from 10? 
to 16^177, leaving out of consideration the influence that specu- 
lation would be certain to exercise simultaneously. 

The sale of the buUion will not, however, have been 
effected all at either I04 ñor at 16^77, but at the mean of the 
two, 13^38. Atthisrate £8,000,000 would yield Rs.l43,498:000$ 
paper. If then this sum were applied to the redemption of the 
currency and its equivalent withdrawn from circulation, this 
would be reduced to 646,502:000$, and the equation of its valué 

would then be V'"=í§5^ x 27^^ =- 20.25 pence. 
646,502 ^ 

The rise of 6.77<? in the rate of exchange produced by the im- 
portation and sale of the gold could only be permanent if 
accompanied by a large increase of exports, decrease of 
imports, or both. As has been shown, however, (page 16) the 
tendency of both exports and imports is to decrease as exchange 
rifees, but the former more than the latter. Consequently, 
unless some special measures are previously adopted to prevent 
it, as soon as the proceeds of the loan are exhausted exchange 
must lose the advantage it previously gained and fall again in 

the same way as it rose, by 6^77, to 13.48 pence, and even lower. 
The only positive and lasting advantage, therefore, gained by 

the redemptioH of the currency with the proceeds of the loan 
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would be an improvement in the valué of the ourrenoy equi- 
valeut to 3.48 penoe. 

When, however, all the proceeds of the loan haré been re- 
exported the increase of foreign burdens by £600,000 per annum 
will continué; and, consequently, unlua- tii" equilibrium of real 
exchange has been realized by the indispensable increase of 
exports, decrease of imports, or both, exchange must continué to 
fall; 80 that, even after the redemption at a great cost of more 
than 18 per cent, of the total quantity in circulation, it is quite 
possible that the valué of the currency might drop again to its 
original valué (10? ) or even lower ! 

The valué of exports in 1893 was Rs.291 ,830:000$ gold, so that 
an increase of £600,000, or Rs.5,333:400$, in foreign burdens 
would represent an increase of nearly 2 per cent, in the valué 
of exports, which, small as it may appear, cannot be sponta- 
neoufely created, but only by a steady and sustained effort, 
necessarily the work of time and patience. Meanwhile inter- 
national exchange would be unfavourable, the only altemative 
method of preventing it from falling being a corresponding 
reduction in the valué of imports or of foreign burdens. 

There is only one method by which the indispensable shrink- 
age of imports can be secured, and that is by an increase of duties 
on impoi*ted commodities. If, however, the increase be imposed 
on all imports indiscriminately it must afifect the cost and, con- 
sequently, the valué of exports, and thus reduce its usef ul effect. 
IJntil, therefore, the increase of exports is sufficient to yield a 
valué equivalent to the increase of foreign burdens, it appears 
indispensable that the duties on the classes of imports notchiefly 
consumed by production should be systematically advanced 
sufficiently to secure the equilibrium of intemational payments 
every time that a f resh foreign loan or addition to permanent 
foreign burdens is effected. 

It will here be of interest to examine the efifeots of a corres- 
ponding internal loan applied in the same manner to the re- 
demption of the currency, a policy which, senseless as' it is, has 
not lacked supporters. 

Judging from actual quotations of internal stock, it is possible 
that an internal loan might be issued at a higher rate than a 
foreign one, let us suppose at 95 per cent, of its nominal valué. 
An issue of Rs.202,105:272$ equivalent at W to £8,421,003, 
would then yield a nett valué of Es. 192,000:000$ currency, or 
£8,000,000, bearing 5 per cent, annual interest and 1 per cent, 
amortisation. 



— 226 — 

The cost of the serTÍce of the loan would then be as follows : 

Annual interest at 5"/« on Rs.202,105,272$ — Ra.l0.105:263$ 
amortisation at 1% „ „ „ 2,021:052$ 

12,126:3159 
Deduct l"/o on 192,000:000$, the true amortisation 1,920:000$ 



Ra.l0.206:315$ 



The balance then representa the tnie valué of interest paid 
Rs. 10,206:315$ and is equivalent to 5.3 per cent. i)er annum on 
the real valué, received and compares favourably with the rate, 
6 J";», that oorresjyonds to the interest of a similar foreign loan, 
bat iseued at 95 in lieu of 80 **/o of its nominal valué. 

If, however, the proceeds of the loan were applied to the 
redemption of the currency, as was the case with part of the 
intemal loan of 1895, the advanta^es entirely disappear, and it 
then becomes evident how ruinous such an operation must 
prove if exchange rises, as it naturally must if the redemption 
is cairied oiit. 

If the proceeds of the intemal loan just described were devoted 
to the redemption of the currency the quantity of paper-money 
woald be reduoed f rom Bs.790:000,000| to 598:000,000$ and the 

292 6 
equation of valué would then be V = rZ-^L, ^ I3ri 21 

598 

And the real valué of the coet of the service of the debt will 
then be as follows : — 

Equivalent of the annual service Rs.l2,126,315$ 

at 13? 21 exchange £667.452 

Deduct the valué of the service, at 10? exchange, 

the rate at which the loan was issued 505;263 



£162,189 
The difference Jei62.189 represents the annual loss to the Trea- 

sury that must ensue from the rise in exchange brought about 

by the redemption of the currency. 
The true annual rate of interest paid on the real valué 

received would be : — 

Cost of the annual interest and amortisation at 

13? 21 exchange £667,452 

Leas amortization of real Valué received, 

£8,000,000 at 1 per cent, per annum 80,000 

£087,452 
16 
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The balance represents the annnal interest payable, and 
is equivalent to 7.34 per cent, compared with only 6^ per 
cent, on a similar foreig^ loan issued at a rate 15 per cent, 
lower. It may be objected that the service of internal loans 
is not payable in gold but in paper, and that, theref ore, the 
burden dees not vary with the rate of exchange j but this, as, 
has already been pointed out, is a delnsion, because what 
the taxation requisite to meet the service of the debt really re- 
presents is not so much paper-money merely> but its equivalent 
in labour or produce ; and, consequently, if the real valué of the 
taxation necessary to satisf y the service of the debt has risen 
from £505,263 to £667,452 in consequence of the improvement 
of the valué of the currency, the burden of taxation must in 
reality have been proportionately augmented. 

Apart from such considerations, any attempt to artificiaUy 
raise the valué of the cjurrency by means of internal loans, and 
indeed in a less degree by all loans, is open to other and graver 
objections. 

It should be borne in mind that the greater or less quantity 
of paper-money in circulation neither increases ñor deoreases 
tbe national, but only individual wealth. The country is none 
the richer because it has 800,CXX}.0(X)$ in cijrculation, ñor would 
it be any poorer if it all suddenly disappeared. The real wealth 
consists in the commodities and services for which the paper- 
money is the médium of exchange. The aggregate valué of all 
operations of exchange constitute the d^nand for the cur- 
rency or circulating médium. Even if paper-money became 
of no valué at all, there would in reality be no reduction of 
National wealth, because everything it was exchangeable for 
would continué to exist as béfore, and what was lost by some 
who held paper-money, would be gained by others who had 
acquired the goods and property, so that there would be a 
simple transfer, but no loas. 

If then by means of a loan such as has been described, and. by 
the simple substitution of one kind of promissory note for 
another-^intemal bonds for currency — and without any real 
accession of wealth of any kind, the valué both of the currency 
and of the bonds themselves has been raised, either it must have 
been effected spontaneously, or else by the sacrifíce of some 
interests for the benefit of others. 

To simplif y the explanation it will be advisable to illustrate by 
an example. Supposing that with an emission of K8.400,000:000$ 
exchange stood at 12^ — when the real valué of the ciurency 
would be in sterling £20,000,000 — and that the proceeds were 
applied to redeeming an equivalent quantity of paper-money. 
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thus reducing its volume to Rs.200,000:OOOS, and that ex- 
change, consequently, rose to 24^ Tho real valuó in sterling o£ 
the reduced quantity of currency, Rs.200,000:OOG$, would at 24^ 
be still £20,000,000, bnt a completely new valué would have 
been created in the 200,000:000$ of intemal bonds, the valué of 
which would have been likewise raised to £20,000,000, so that 
by the simple substitution of Bonds for currency £20,000,000 
would have been converted into £40,000,000 without any ap- 
parent losa to anyone. Truly an operation, if it were a fact, 
more marvelloua even than the traditional transmutation of tlíe 
metáis ! 

The ezplanation of the paradox is as f oUows : — The valué of 
paper-money is determined solely by the relations of the demand 
to the supply, the supply being the amount in circulation, and the 
demand constituted by all the commodities, services, property 
offered in exchange. 

The reduction in the volume of the currency reduces the sup- 
ply, whilst the demand will have been increased precisely by the 
valué of the new loan and its annual interest. Consequently, 
the paper-money will exchange for more commodities, etc., than 
bef ore, with the exception of securities and of other property or 
services that are subject to fixed charges (such as Bonds and 
fíxed incomes), and every other kind of commodity or property 
or services, including labour, will, therefore, have suflfered a 
corresponding depreciation in proportion to the alteration of the 
rates of the demand to the supply. 

Any attempt, therefore, to arbitrarily improve the valué of 
the currency by means of loans is nothing less than a forcible 
transfer of part of the property of one class to another ; and as 
the greatest part of the paper money and securities is accumu- 
lated in the hands of the capitalist and well-to-do classes, this 
unfair transfer is mostly from the poorer to the richer classes. 

It may be objected that even if this were so, it would only be 
inverting the previous operation by which a similar transfer had 
been effected from rioh to poor, in consequence of the original de- 
preciation of the currency. But the two cases are not strictly 
analagous. In the first place the depreciation of the currency is 
not usually the result of a delibérate design, such as an attempt 
to raise the valué of the currency by means of a loan must be. 
It is true that the depreciation of the currency must effect 
some transfer of valué from creditors to debtors, and, therefore, 
generally favour the industrial classes, but such a transfer 
would be muoh more circumscribed in its action, and in fact 
would be limited to fixed payments, and would not include the 
currency except for an insignificant moiety. 



- 2^- 

With regard to the currency it is doubtful if to-day any single 
person possesses intact the same quantity of paper-money he 
held in 1889 before the fall in exchange commenced ; that is, if 
he has allowed this money to l^e idle without touching or 
changing it for anythiug whatever. If so, that individual has 
lost and is injured by the fall of exchange; but even so the 
f anlt is all his own ; but if , as he natiirally would if engaged in 
commerce, he has bought and sold with it, since the prices of the 
commodities mustthemselves have risen gradually in proportion 
to the fall of exchange, he has always, except perhaps at the 
initial fall, received the full valué of his money, and, finally, the 
money actually in his possession to-day represents goods de- 
livered or services rendered, which have been estimated not at 
the par rate, but at the current rate of exchange. So that if 
he were even obliged to convert at the rate of 10^ for each mil 
reis he would scarcely in reality be a loser at all. 

Exception must of course be made for Banks or persons who 
deal only in money and not in commodities, that are, however, 
generally able to protect themselves in other ways. 

The class that undoubtedly does suffer from a depreciation of 
the currency is that of Creditors at long dates, and especially the 
holders of public secui*ities payable in paper ; but am^ngst this 
class the holders of mere paper-money must not be generally 
included. 

It must be likewise borne in mind that a Government emission 
of paper-money is but a substitüte for taxation, and that had 
not the necessary funds been raised in this manner they must 
have been obtained from contributors by taxation, of which 
the propertied classes must have borne their share. 

Whatever claims the holders of internal bonds issued previous 
to any loan raised with the object of redeeming the currency 
may possibly possess to compensation for depreciation in valué, 
it is certain that those that lent money for this particular object 
can have no such rights to assert. The money lent in this case 
could in reality have suffered no depreciation, because it must 
have changed hands infinitely since the first depreciation com- 
menced, and represented to its actual owner at the moment at 
which it was lent to the State, not the par valué, but the actual 
market valué of the goods or services, in exchange for which 
it had been acquired, appraised in the depreciated currency. 

The fact that this class of creditors would realize a whoUy un- 
earned and undeserved profít at the cost of tax payers in general 
should prove an insuperable objection to any attempt to improve 
the valué of the currency by means of internal loans. 

The same objection cannot be urged in the casewof foreign loans. 



— 229 — 

as the lenders wonld theu receive precisely the same sterlin^ 
valué they delivered, allowing for the difference between the 
nominal and real rate oí issue. 

The popular illusion that ima^nes spontaneous transfor- 
mations of valué possible supposes that the Government has 
only to provoke some such automatic ríse in the rate of exchange 
to immediately reestablish the equilibrium of the National 
fínances, without trouble, labour or loss to any one whatever ; 
f or^tting or ig^oring the fact that no permanent improvement 
is possible exoept on conditions of an increase in the valué of 
exporta, a decrease in those of imports or of the burden of f oreign 
payments^ or else of a i-eduction of the volume of the currency. 

In order to complete the comparison between the effects of 
foreign and internal loans, it is necessary to examine their 
respective influence on Capital. 

Supposing that the whole volume of the currency were produo- 
tively employed and that the protits accruing at simple interest 
were added annually to Capital^ if no loan were negotiated and 
things remained in statu quo, at the end of 36.7 years — the 
period requisito to amortize a loan on the conditions stipulated — 
Capital would have increased in the following manner: — 
Original. Capital — currency in circulation Rs. 

790,000:000$ at 10? == £32,916,667 

Interest at 5 per cent for 36.7 years at lOd =^ 60,402,084 

Capital at end of 36.7 years =£93,318,751 

A foreign loan for £10,030,000 empluyod in redeeming the 
currency would raise the valué of the ciurency to 20^25, and, 
supposing that there weie no posterior depreciation in conse- 
quence of the addition to foreign burdens caused by the loan 
itself, the volume of the cuiTency having been reduced to 
646,502;000|, the state of Capital at the end of the 36.7 years 
necessary for amortisation of the loan would be as foUows: — 

Capital=:currency in circulation Rs.646,502,000| 

at 20íi25 exchange =£ 54,548,600 

Interest at 5 per cent, for 36.7 years at 20d25 

exchange -=,,100,096,687 

Bullion imported on account of loan = „ 8,000,000 

Interest on bullion for 36.7 years = „ 14,680,000 

£ 177,325,287 
Deduct interest and amortisation payable abroad 

for 36.7 years = 22,020,000 

State of Capital at the end of 36.7 yeftrs.,, = £155,305,287 
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An internal loan on similar terms toyield £8,000,000 nett will, 
as has been shown, raise exchange to 13^21, and appliedto the 
redemption of the currency will reduce its volume to 598,000:000$ 

The state of capital will then be as f oUows : — 
Capital^currency in circulation Rs.598,000:000| 

at 13d21 = £32,916,667 

Interest at 5 per cent, on ditto for 36.7 years.... = 60,402,087 



£93,318,757 



The total capital at the end of 36.7 years is identical with 
the result obtained if no loan at all had been employed and the 
onrrency had been left as it was. 

Suniming up the resulta of the two operations, it is unques- 
tionable, if we regard their influence on either expenditure 
(taxation) or capital, that a f oreign loan, even on considerably 
more onerous terms, is far more advantageous than an internal 
loan can be, especially when applied to the redemption of the 
currency. 

roiiiparisoii of Interna! and Forei^ Loans. 



PORBIGir LOAF. 



80^. 



Assumed price of issue 

Addition to annual fixed foreign 

burdens r £600,000 

Addition to annual fixed local ) Equivalent to 

burdens ( Ks. 12,1 10;600$ (Rs. 12,126:000 



IlTTBBirATi tiOAír 



95%. 



nil. 



Rise in exchange created by the 
redemption of the currency, 
from lOd. to 

Saving effected in exchange on 
foreign payments- (ratio) 

Increase of Capi^;al in 36.7 years... 



^ 



20d.25 

3.2 
£100,756,687 



Equivalent to 
£667,452 

13d.21. 

1 
Nü. 



— ^- 
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RECAPITUUTION 



Becapitnlating the conclusions arrived at, we fínd that Ex- 
change, or the valne of the currenoy, is affected in a permanent 
manner only by real causes; that such phenomena as speculation, 
confidence and its negation are not real causes, and alone or 
unassisted can only account for purely temporary oscillations of 
valué. 

The valué of paper-money, is in f act, influenced by two real 
causes only, and to one or the other of these, or to both, must be 
attributed every variation of the valué of the currency of a 
lasting character. 

These causes are: — 

Ist The ratio between the demand and supply of the circula- 
ting médium. 

2nd The equilibrium oí intemational payments. 

These two causes determine the rate of real or International 
and of nominal exchange, of which the^-marJcet exchange is the 
resultant. 

Nominal exchange, or thü local valué of the currency, depends 
on the quantity of paper money in circulation and <5n the local 
demand for the circulating médium, which in turn is influ- 
enced by the favourable or unfavourable balance of Interna- 
tional payments; consequen tly, the quantity of paper-money 
in circulation, the animation of local and f oreigu business and 
trade, and the rise or fall of speculation are all powerful 
f actors in deciding the local valué of the currency. 

International or real e.xchange, on the other hand, depends 
exclusively on thevariations of foreign payments andón the rela- 
tive supply and demand for bilis of exchange. The demand for 
bilis is constituted by all payments due, including those on ac- 
count of imports, interest and amortisation of all foreign loans 
both public and prívate, guarantees, dividends of foreign com- 
panies, and prívate remittances of every description. The supply 
is represented by all payments receivable on account of exporte, 
of whatever character they may be, and also of the foreign 
capital imported for permanent investment in the ccuntry. If 
the resources that constitute the supply are insufficient to satisf y 
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the demand, international exchange rnnst fall ; but its influenoe 
on the valué oí exchan^ is limited to an appreciation or depre- 
ciation of its rate in a proportion equivalent to the oost of im- 
porting or exporting bullion to European markets. 

Having now deteraiiaed tke düFeMiit roles that govem the 
equilibrium of both exchanges, the 8tatic$ of the subject, we 
may now past on to examine its Dynam%e$, or the manner in 
which that equilibrium has been disturbed, and how best it may 
be re-established. 
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PART III 

FIRST PERIOD 1861 te 1864. 



Average rate of exchange pence 26 J 

Valué of exporta (local valuation) per oapita 17$817 gold 

Valueofimports.ratioto exporte 81.5% '' 13$914 *' 

Foreign charges including interest and 

amortisation of federal and proTÍncial 

foreign debts, guarantees to foreign 

capital^ and profíts of foreign oom- 

panies. Ratio to Exporta 9.4 ¿ '♦ 1^5690 

Imported capital ; ratio to exporta 7.6% ; 

ratioto activo 6.8% *• 1$246 " 

Foreign funded debt, excluaive of na- 

tional internal loana held in Europe. " 9$227 " 

Currency in circulation, including trea- ^ " 10$832 paper 

aury and bank notea ^ " 10|459 gold 

Annual federal Kxpenditure ( " W13 gold 

*^ I " 61636 paper 

- Revenue \ ^ 5|816 gold 

^ " 61034 paper 

" Déficit < ;; S gold 

(^ " 0^602 paper 

Balance of international paymenta (ex- 
cluaive of bullion and prívate remit- 
tancea) Local valuation of exporta.... +86.328:589$ 

Total indebtedneas including all loana ( Máximum 28$333 gold 
and iaauea of paper-money I Mínimum 27$709 *' 

Leaving out of conaideratíon the movement of bullion and 
prívate remíttances, aa alfto of the ímportation of prívate ca- 
pital, the valué of importa waa 81.5 per cent, of that of exporta 
during thía períod, leaving a balance c f 18.5 per cent, which auf- 
ficed to liquídate all other foreign expenditure of every kind, 
the total international debit or passivo amounting to 91.9 % 
of the valué of exporta, and to 85.7 per cent, of total reaouroea 
or the activo. Oonaequently^ a very large balance, equívalent to 
more then 86.(X)0.*000$ gold, remaíned in favour of the country 
which waa imported aa bullion or apecie, and oaiaed the rate of 
exchange to 27^ pence, or 18| per cent, above ita par valué, 
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Finanoially and economically this was the halcyon períod of 
Brazilian finance^ when exporta alone suffioed to meet the cost 
not only of importa but of the interest and amortisation of the 
foreign debt, g^naranteesi and dÍTidends of f oreign oompanies, 
and all other foreign expenditure of the conntry. Foreign 
charges for this period showed the compacatively high average 
of 1$690 gold per head« owing to the amortisation of a large 
quantity of the foreign debt in 1893, otherwise the coefficient 
would not have exceeded 0$857, the rate 1860. 

National indebtedness, inclusive of all loans and the paper cur- 
rency but not of the floating debt, amounted to Bs. 28$333 per 
capita reckoning the part payable in currency at its nominal 
valué (máximum), and to Rs. 27$709 gold estimated at its real 
valué reduced to gold atthe current rate of exchange, 26| penoe. 
Of the total indebtedness only 9$227 per head corresponded to 
the foreign debt. 

In spite, however, of the general financial and economical pros- 
perity, expenditure exceeded revenue, the déficit being atthe 
rate of Rs. 0$697 gold per head. The coefficients of expenditure 
for this period were Bs. 6$636 and Rs. 6$413 paper and gold 
respectively, the lowest on any subsequent rate, and one that 
is not likely to recur. 

It will be interesting to note, as the analysis of the diiferent 
I)eriods prooeeds, the increase that has taken place in expenditure 
of all kinds, as also of the national internal and foreign debt. 
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SECOND PERIOD 1865 to 1869. 



Average rate of exchange penoe 21.31 

Valueof Exporte (local valuation) per capita 16|419 gold 

Valué oí Imports ( " " ) 

= 92.5 «¿of exporte " 16$261 

Foreign charges including interest and^ 

amortisation of federal and other „ 1$517 (a) " 

foreign loans, guarantees to foreign [• ^ 5$002 (h^ ** 

capital, and dividends of foreign oom- I 

panieB J 

Imported capital = 31.8 % of exporte 

and 6.9 % of ocíivo " 11825 

Foreign debt, exclusiye of intemal 

loans held in Europe " 14|223 

Cnrrency in oirculation inclading Tre»- ( " 141289 paper 

sury and Bank notes ¿ " 111057 gold 

Total Indebtedness induding all loans ^ laxian 40(903 " 

and issues of paper-money i liium 35|114 " 

Annual Federal Expenditure ? „ J^gg^ ^^^ 

" Eevenue { "„ 5$700 gold 

i " 7$294 paper 

" Déficit 5 :: 5f^ ífold 

i " 71090 paper 

Balance of International paymente (ex- 
clusive of bullion and prívate remitt- 
ances as per local valuation of ex- 
porteand importe r-168.556:415| gold 

Balance of International paymente as 
per foreign customs* valuation of im- 
porte and exporta 27.122:655$ gold 

Shipmente of coffee at the port of Eiu ^ sacks 3.055.869 of 10 ka 
Janeiro ; annual average ^ valué R8.80.918:410$ gold 

(a) Exclusive of foreign expenditure on account of the Para- 
goayan war. 

(b) Inclusive of foreign expenditure on account of the Para- 
guayan war. 

This was in every sense the most disastrous períod of Bra- 

zilian fínancial history ; and from the habita then acquired of 
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administrative extravaganoe, the result of the lavish expenditure 
caused by a long foreign war, the country has never whoUy 
reccovered. 

Exporta fell off slightly, 7.8 per cent., compared with the 
previous period, and importa increased very largely, 17.4 per cent., 
whilst the foreign expenditure inclusive of that f or the war rose 
enormously, 196 per cent. Consequently, the balance of inter- 
national payments was extremely unf avourable ; and exchange on 
this aooonnt alone must have snífered a great depreoiation. In 
addition to these causes exoessive emissions of paper-money si- 
multaneonsly depreciated the local valué of the currency, the 
quantity in circulation having increased from Bs. 10^885 to 
14$285 per head. The average rate of exchange for the whole 
períod was- 21d.31, a fall of 5d.56 since the previous period ; the 
lowest rate attained was 14d. in 1875. 

A great divergence will be noticed in the balance of intema- 
tional payments obtained by the use of local valuations of foreign 
trade from those obtained by the use of foreign customs' valua- 
tions ; one giving a balance of 158.555.415$ against the country 
for the five years, and the other that of only 27.122:6551. For 
reasons already given the former have been judged more 
correct. 

The uncertainty as to the correctness of the appraised valúes 
of importa and exports is here most striking. Supposing that 
the same demand for the circulating médium had existed during 
this period as in 1860, when exchange was about par, and the 
supply 11$000 was consequentiy balanced by the demand, the 
the average depreciation that would correspond to the excess of 
emission would be 7.8 pence, and would more than account for 
the whole depreciation of the ourrenoy. It is, however, certain 
that if the emission of more paper-money, on the one hand 
tended to deprecíate the local valué of the currency, the 
largely increased demand for business purposes created by the 
operations of the war itself must have exercised an opposite 
tendency. What the precise valué of this latter demand really was, 
and, consequentiy, what the true local depreciation, oould only 
be decided by determining oorrectly the balance of International 
payments. This, however, we are unable to decide. And, on the 
one hand, if for reasons already given we are inclined to trust 
rather to the local valuations of imports and exports; on the 
other, it is possible that those of the foreign customs are the 
more correct, and that in reality the fall of exchange was the 
almost exclusive effect of excessive emissions of paper-money, 
and only in a very insignificant proportion tluvt of unfavour^bl^ 
international trade, 
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The discrepanoies noticeable between the local and forei^ 
Yaluations of Brazilian trade for this period are typical, and 
illustrate the great importance of trustworthy statistics and the 
neccessity of securino^ greater accnracy in the future. 
National expenditure rose in consequence of the war from 
£8.6$413 gold per head in the previous period to Bs.ll$122, or 
75 per cent. This increase of expenditure was on the conclusión 
of the war never wholly recovered, the coefficient falling during 
the foUowing period, 1870-1875, only 4 per cent, to an average of 
£s. 10^806 gold per head, which still represented an increase 
of 63.5 % compared with that of 1861-1864, and continued about 
this rate until the period 1886-1889 when it reached its, máx- 
imum Bs.ll$334 gold per head. In 1890-92 declined to K8.9|981, 
and in 1893 to B8.8$319, not because of any absolute economy in 
the administraron, but through the influence of the depreciation 
of the currency on the real valué of local expenditure, as is 
shown by the fact that the expenditure appraised in paper- 
money at its nominal valué, which was only B8.6$636 in 1861-1864, 
rising to Rs.l4$384 during the war, reached its máximum, 
B8.19,^532 per head, in 1893. 

The effects of ihe war on production and exports were, for- 
tunately, not so serious as might have been anticipat-ed, and the 
slight reduction in the valué of exports, from Rs. 173819 to 
Rs.l6$419 gold per head, was the result rather of the fall in the 
pnce of the staple, coflfee, from 5^^729 gold to 4$952 per 10 kilos, 
than to any reduction of quantity ; on the contrary, coffee ship- 
ments in this x)eriod reached the large average of 3,055,869 bags. 

During this period National indebtedness was nearly doubled, 
rising from Rs.28$333 to Rs.40$903 gold per head, reckoning 
paper debts at their nominal valué. Of this the foreign debt, 
which was only 9(227 gold per head in the previous period, had 
risen to 14^223. The intemal debt had risen likewise from 
Rs.8$549 to 12$404 by emission of both 'apolices*, or bonds pay- 
able in currency, and *nationaV bonds payable in gold, which in 
1869 for the first time niade their appearance. The increase of 
paper-money, from Bs.l0$832 to R8.14;^289 per head was chiefly 
due to emissions of treasury notes that increased from 35,391:000$ 
to 61,706:000:?, the increase in bank notes being only 12,757.-000$. 

Foreign capital imported was very large, and averaged 
10,958:546$ gold per annum, cquivalent to 6.9 per cent, of 
the average annual International credit or activo, of which 
Bs.8,889:000$ was the product of loans, and the rest of capital 
for railways and other public companies. 

The burden of foreign expenditure inci'eased, exclusive of that 
for the war, 77 per cent, since 1861, from 0$857 to 1$517 per 



— 238 — 

head. Inclasive of the war ezpenditure it was 5$002 per head. 
The increase of both expenditure and iudebtedness during this 
unhappy period of Brazilian history was to be expected under 
the oircumstances, but the failnre to reduce the rato of national 
expenditure, or to make any attempt to pay off some part of the 
heavy liabilities then oontracted after the excuse for such ex- 
penditure had ceased, cannot be regarded as an unavoidable 
oonsequenoe of the war, and must always remain a most un- 
satisfactory feature of national finanoe. 
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THIRD PERIOD 1870-1875 



Average Bate of exchange 

Valué of Exporta (local valuation). 

Valne of Importa (do do) 

= 74.6 per cent, of Exporta... 
Foreign Chargea-including aervice' 
of federal and other foreign 
loana, guaranteea to foreign 
capital, and dividenda to fo- 
reign companiea 8.2 °/o. of ex- 
porta. 

Imported Capital — 7.2 per cent of 

Exporta a,ná 6.1%,, oi Activo.., ,, „ 

Foreign Debt, exclusive of intemal 

gold loans held in Enrope „ „ 

Cnrrency in circulation ; Treaaury 

and Bank notea „ „ 

Total Indebtedneaa including all 

loana and issuea of paper- Máximum 
money Mínímniii^ 



Pence. 24.3 

p. capita Ba. 20$345 gold 



15$342 



11693 



11486 



Annual Federal Expenditure. 



Bevenue.. 



, 141018 „ 
( 18$554 paper 
¿ll$047gold 

(591427 „ 
¿461032 „ 

Cio$8oe „ 

¿111737 paper 
(9$092gold 
(9$816 paper 

(] $716 gold 
( 11921 paper 

Balance of International pajrmenta 
excluaive of bnllion and prívate 
remittances as per local valua- 
tiona of exporta and importa + Ra.25é,995:778| gold. 

Balance of International payments, 
as per foreign customs' valua- 
tion...., + ,,129,457:970$ „ 

Shipmenta of Coffee at the Porfc of ( Baga 2,715,495 
Bio Janeiro ; annual average i Bs.l05,954;014| 



Déficit.. 
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The reduotion of foreig^n expenditnre consequent on the cloe© 
of the war from Bs,5|(X)2 to Bs.l$693 per head, and a gfreat im- 
provement in the forei^ demand for Brazilian produce suc- 
ceedei in regainingr i^ ^^^ i^sai five years the economical 
situation destroyed by the war, and exchange rose rapidly from 
the lowest point it had yet reached, 14d., to an average of 24.3 
pence for the whole period, the highest point it reached being 
28 f pence in 1875, when paper-mon*'y stood for a short time at an 
absolute premium, as it did again in 1889. 

Exp<HrtB inoreased in valué from B8.16$419 to 201545 gold 
per head in consequence of the rise in the price of coffee f r€«n 
4$952 to 6$339 gold per bag, the highest average yet attained, 
and which more than compensated the falling ofP in quantity «f 
average shipments at £io, which f ell from 3,003,805 baga in the 
previous period to 2,710,830 per annum. 

Imports instead of increasing showed a positivo decrease from 
Ks.l6$261 to Rs. 15$342 gold per head. Imports duringthis period 
only represented 74.6 % of the valué cf exports and the total in- 
temationalDebit (passivo) did not exceed86 per cent, of the valué 
of Exporta alone, and 80.9 per cent, of the total Credit or Activo; 
there being, therefore, a balance equivalent to 19.1 per oent. of 
the valué of exports available for importation in the form of 
buUion or specie. The influence of intemational paymentson the 
valué of the currency must, therefore, have been uniformly fa- 
vourable ; and, in view of the continued emissions of paper-money, 
which increased the quantity in circulation from 14$289 to 
18$554 per head, and must have exercised a powerful and si- 
multaneous depreciating influence on its local valué, the 
improvement of the valué of the currency and the rise of 
exchange during this period, it must be concluded, was the 
exclusive efifect of the favourable balance of intemational 
payments. 

To this result the increase of the valué of exports and re- 
duction of that of imports principally contributed, though the 
importation of foreign capital, which still continued on a large 
scale, ojust have likewise cooperated. Foreign capital imported 
represented 7.2 per cent, of the vahíe of exports and 6.7 of the 
total activo, and comprised 11,852KX)4| gold in the shape of 
foreign loans and R8.3,189:760$ for gnaranteed and other under- 
takings. 

The balances obtained respectively for this period from the 
use of local and foreign valuations of imports and exports con-» 
tinue to show a g^reat discrepancy» but in this case both indicáis 
that they were indisputably favourable, the difference being 
one of degree merely. It is, however, noteworthy that their 
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relative positions are now reversed, whereas the foreign valuft- 
tions yielded the more favourable estímate for the previous 
period; they now show an inferior resiilt to that of local valna- 
tions in regard both to the valué of importa and exports. 

The nominal valué of total indebtedness rose from 40|903 
to 591427, and its real valué from 35|114 gold to 461032 per 
head. This was the result partly of the increased real valué of 
the paper monej and of that of the internal debt, but aJso of a 
positive addition to debt of all descriptions, with the ezception 
of the foreign debt which was reduced from 14$223 gold per 
head to 14$018. The internal debt increased simultaneously from 
11$388 to 26$365 (nominal valué), and the paper money in cir- 
culation from 14$289 to 18|554 per head. 

In spite of the general improvement and the increased valué 
of paper-money expenditure exceeded revenue by 1|716 gold per 
head. 

Compared with the previous period of the war, expenditure f ell 
only 2.8 per cent., and still continued 68.5 per cent, in excess of 
that of 1861-1864, the period previous to the war, if reduced to 
its real or gold equivalent. 

If the nominal valué of expenditure in paper-money is com^ 
pared with that of the previous period it shows a reduction of 
18.1 per cent., but a positive increase compared with 1861-1864 
equivalent to 76.8 per cent ! 

The ease with which a favourable balance of International 
exchange raised the valué of the currency to par in less than 
five years was so much the easier because the quantity of paper 
money to be operated upon was comparatively small, not exceed- 
ing 18$554 per head. The same conditions of intemational pay» 
ments which then sufficed to raise exchange from 14d. to par 
would to-day (1895) suffice to raise the 789.000.000$ actually in 
circulation from lOd. only to 15^ pence. 
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FOURTH PERIOD 1876 TO 1885. 



Average Rate of Exchange penoe 22J 

Yalne of exporta (local valuation) per head Bs. 16$103 gold 

Valué of importe ( local valuation ) 

= 91.4 per cent, of exporte „ 14$349 „ 

Foreign Charges including the service 

of federal and other foreign loans, 

guarantees to foreign capital^ and 

dividends of foreign companies; = 

12.2 per cent, of exporte „ 1|978 

Imported Capital = 5.3 per cent, of ex- 
porte and 5 per cent of activo „ 0|853 „ 

Foreign Debt, exclueive of intemal 

gold bonda payable in Europe „ 13$368 „ 

Currency in circulation; Treaeury and ( „ 16$951 paper 

Banknotee: í „ 13|989 gold 

Total Indebtedness including all r laiinnm ,, 611182 „ 

loaneandisBuee ofpaper-moneyl linimum „ 53$358 „ 

Annoal Federal Expenditure í " ^ «a^t^ " 

^ I „ 12$234 paper 

^ ( „ 71823 gold 

„ „ Déficit..... ..[ " 21250 gold 

í. „ 2$661 paper 

Balance of International Payments, ex- 
clueive of bullion and prívate remit- 
tancee, ae per Local valuatione of ex- 
porta and importa.... + R8.5.105:676| gold 

Balance of intemational Paymenta^ ae 
per Foreign Valuatione of exporte 
and importe + Re.217.725:325$ „ 

Shipmente of cofíee at the Port of Bioj ( 3.907:846 baga, 

annual average [ Ra.99.790:745$ gold 

In 1874 the price of coffee had already commenced to fall from 
the high average of 6$304 per bag maintained during the pre- 
vioua period to the loweet yet regiatered for any of the periode 
under analyaie^ 3$247. The effect of thie fall in price muet> 
however, havé been greatly compeneated by the largely 
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increased output, shipments of coffee from the Port of Eio 
havin^ risen from the average of, 2,716:830 baga per annum to 
3.907,846, so that its aggregate valué shows a reduction of only 
about 6 % compared with the fall of 48.4 per cent, in its prioe ! 
Nevertheless the valué of exports shows a reduction of 4$126 
per head, according to local valuations, but only of 0$555 by the 
f oreign. If the latter appear to agree better with the statistics 
relative to the valué of coffee shipmentR from Rio, the former cer- 
tainly oorrespond more with the depreciation of exchange 
dnring this p€riod ; that must have been the exclusive effect of 
unfavourable International balance of payments and the conse- 
quent depression of ail local business , because it was simul- 
taneous with a positivo appreciation of the local valué of the 
currency, effected by the systematic reduction of its volume. 
This is evident if we examine the sundry factors that affect the 
valué of both nominal and intemational exchange. 

Foreign charges had risen slightly, on the one hand, from 
1$693 in the previous period t<» 1^978, or about 17 per cent., 
whilst imported capital had, on the other hand, diminished 42 
per cent, from 1$486 per head to 0$853. These two items will 
account f or a certain amount of the depreciation, accompanied as 
they were by an undeniable falling off in the valué of exports, 
but only for a very small proportion. 

The currency, on the contrary, was reduced from Es.l8$554 to 
Es. 16$951 per capita, in spite of the emission of 40.000:000$ 
treasury notes in 1878 and 1879, and must have experienoed a 
corresponding rise in valué unless other adverse factors had 
simultaneously exercised a depreciating influence. A glance 
at the diagram fronting page 160 will show how these two 
distinct influences must have operated during this period, 
one tending to steadily improve, and the other, still more 
powerfuUy to depress the valué of the circulating médium. 
The red line, which representa the theoretical variations of 
nominal exchange as influenced by the quantity of paper-money 
in circulation, shows that the depreciation caused by the new 
emissions in 1877-79 was not only recovered, but that the valué 
of the currency must have experienced a positivo improvement 
equivalent to ^d. during the whole period on this account. The 
blue line, notwithstanding, shows an almost uninterrupted de- 
cline, and has no resemblance whatever to the other, or red curve. 
The fall that occurred in the market rate from 1877 to 1878 cor- 
responda very nearly, as would be expected, with the depreciation 
caused by increased emissions, one beiug equivalent to three pence 
and the other to two and a half . From 1878 forwards, however, 
all resemblance in tendency ceases entirely, and whilst the red line 
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xegisteiB a continuous improvement equivalent to three penoe 
up to 1885, the blue otirve shows an almost iminterrapted ¡fall 
of Jive pence ! 

The balance of payments obtained by the use of local valna- 
tions of foreign trade shows an excess of Bs.5.105:676$ gold in 
favour of the conntry. It is possihle that the depreciation of the 
currency during this period was the simnltaneous result of prí- 
vate remittances, which have not been taken into acconnt, and 
must have tumed the f avourable balance against the country, as 
also of the local depression that bad trade inváriably creates, 
which would have influenced the local demand f or the circulat-ing 
médium and ezercised a depreciating influence on exchange ; but 
neither one ñor the other are sufficient^ ñor both together, to 
accoimt for the tremendous fall in exchange since 1879. If we 
tum to the foreign customs valuations of Brazilian trade, the 
discrepancy is still more apparent. In this case the balance in 
favour of the country is much more considerable, and amounts to 
217.725:325$ gold, which is absolutely irreconcilable with the 
simultaneous depreciation of the market rate of exchange and 
the improvement that the reduction of the volume of the 
currency must have exercised on its valué, even making every 
allowance for the effect of prívate remittances and local depres- 
sion of trade. 

We can, therefore, only conclude that both local and foreign 
valuations of Brazilian foreign trade for this period, at least, are 
defectivo and irreconcilable with facts, but that the local valua- 
tions are less so than the foreign. 

The great importance of trustworthy statisticsfor the investi- 
gation of economical phenomena is indisputable. The untrust- 
worthiness of all such statistics in relation to Brazilian trade, 
even after they have received the most careful revisión, is 
strikingly illustrated by the discrepancias of this period. 

Total indebtedness during this period rose but little, from a 
nominal valué of Es.59$427 per head to Rs.61$182, and was the 
exclusive result of additions to the intemal funded debt, as the 
foreign debt had simultaneously fallen from 14$018 to 13$368, 
and the paper-money ih circulation from 18$554 to 16$951. 

Expenditure, as usual, showed a large excess over ordinary 
revenue, equivalent to 2$661 paper, or 2$250 gold, and its real 
valué fell very slightly in conseque n ce of the fall of exchange, 
it being 10$808 in the previous period compared with 10$072 in 
this. 

The real valué of revenue also declined, but in a far greater 
proportion, from 9$092 gold to 7f 893, in consequence of the de- 
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preciation of the onrrency and of the custom of collecting duties 
in paper, at their nominal in lieu of their real valué. 

With such a system the depreciation of revenue mnst always 
be g^reater than that of expenditnre, and déficits become un- 
aToidable. 

The unsatisfactory nature of statistics relative to this period 
make positive conclnsions if not impossible, at least question- 
able^ but must snffice until a thorough analysis of the different 
economical phenomena that correspond to this periodo such 
as could only be attempted with full access to all the sources of 
information of which the Grovernment disposes, and with ampie 
time at disposal, can be obtained. 
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FIFTH-PERIOD 1886 TO 1889. 



Average Rate of Exchange pence 24J 

Valué of Exporta (local valuation) per head Es.l6$460 gold 

Valué of Importe ( „ „ ) ... 
89.1 per cent, of Exporta „ 14$667 „ 

Foreign charges including aervice of 

Federal and other foreign loana^ 

guaranteea, and dividend of foreign 

capital, = 14.6 per cent, of Exporta. „ 2|216 „ 

Imported Capital = 14.3 per cent, of 

Exporta and 12.0 per cent, of Actwo... „ 31077 „ 

Foreign Debt exclusive of internal gold 

loans payable abroad „ 16$173 „ 

Currency in circulation including (• „ 14|774 pa jwr 

Treasury and Bank notes '( „ 12|944 gol d 

Total Indebtednesa including all 

loana and emisaions of paper j liiúiiim 

money ( linimum 



Annual Federal Expenditure. 



Bevenue . 



Déficit . 



611661 

561802 

111334 „ 

121858 paper 
9$998 gold 

11$359 paper 
11336 gold 
1$999 paper 



Balance of International Payments, ex- 
clusive of btdlion and private remit- 
tancea aa per local valuationa of im- 
porta and exporta + R8.52.852:691$ gold 

Balance of International Paymenta^ 
aa per Foreign valuationa of importa 

and exporta + 118.223.514:7061 

( 2.990:965 baga 

Shipmenta of Coffee at the Port of Rio; J j?» go 287-974S 

No period of Brazilian fínancial and economical history is more 
intereating or haa been more generally miaunderatood and mia- 
repreaented than that of 1886 to 1889 ; when, after an unprece- 
dently long period of depresaion^ excbange f or the aecond time 
since the Paraguayan war rose to a rate above par, and paper- 
money to a poaitive premium ! 
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This period is looked back on by those that only consider 
efiFects without inyestigating their causes with 'saudade^, as the 
golden era of national finance^ and thus by comparison re- 
flecta disoredit on the present and its institiitions. 

The most prominent f act in the statistics f or this period is 
that International payments represented 95 per cent, of resonroes, 
or the Activo, and 108 per cent, of the valué of exports, whilst 
imports alone amounted to 89 per cent, of their valué. 

The importation of foreign capital exceeded the rate of any 
previous period, being equivalent to 2$335 gold per head, whilst 
foreign charges likewise rose to their máximum valué, 2$216 
gold per head ! The combined valué of imports and foreign 
charges amounted to 161923 per head, about 3 per cent, in 
excess of that of exports. Consequently, except for the im- 
mense importation of foreign capital during this period the 
favourable balance of intemational payments must inevitably 
have been reversed. 

The valué of exports remained much the same as during the 
previous period, 161460 compared with 16|103. That this was so,is 
confírmed by shipments of coffee at Kio, which f ell f rom an 
average of 3,:í07,846 bagsper annum during the previous period 
to 2.990.965 ; the loss in quantity, however, was compensated by 
higher prices, so that the aggregate valué remained about the 
same. The valué of imports remained almost stationary at 
14$667 compared with 14$349 for 1878-1885. 

The increase of imported capital was derived from the f ollow- 
ing sóurces ; 1$921 per head or 106,668:000$ from foreign loans ; 
0$060 per head or 3,339:230$ from the capital of g^iaranteed rail- 
ways, etc., 0$972 or 13,505,973$ from the capital of unguaranteed 
companies; and 0$129 per head or 7,200:000$ from foreign pro- 
vincial or municipal loans. Every recourse to attraot fresh 
capital was resorted to, and the importation was on a scale never 
before witnessed. In consequence, the foreign debt increased 
from 13$368 to 16$173 gold per head. The intemal debt remain- 
ed at about the same nominal valué, but the quantity of paper- 
money in circulation underwent a great reduction, from 16$951 
to 14$774. Consequently total indebtedness exhibited only a 
small increase from 61$182 to 61$661 per head. 

It is impossibleto study the foregoing statistics without ooming 
to the conclusión that the improvement in the valué of the cur- 
rency during this period was the almost exdusi^ve result of an 
unprecedented use of foreign credit; and that without the 
importation of capital which reached the enormous total of 
Ils.l30.713:203$« equivalent to 12 per cent, of the tptal acHvo or 
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resouroes f or the f onr years^ the conree that ezchange must laa,ve 
taken would liaye been probably reversed. 

A great part of the f oreign capital imported was utilized in 
redeeming the currency ; the improvement in the yalue of the 
CTurency due to this cause was equivalent to a rise of ezchange of 
nearly 3 pence, and would have sufficed alone to raise the mar- 
ket rate from 20 pence in 1886 to 23 pence. The balance 
of the improvement from that rate to 28^ pence in 1889, the 
highest rate attained, was without doubt the result of the in- 
fluence exceroised on the yalue of the currency by the enormous 
importation of bullion that ensued. 

It is true that if the f oreign customs' yaluations of Brazilian 
trade are consulted they wUl tell a different tale. Imports then 
ouly represent 73.9 per cent, of exporte, and the total annual debit ^ 
or passivo is but 91.3 per cent, of the valué of exporte alone, and 
only 56.6 per cent, of that of the annual credit or activo, leaving, 
therefore, a balance of Es.223.514:706$ in favour of the country, 
compared with only Es.52.852:691$, the balance obtained from 
local yaluations. 

If, theref ore, the f oreign yaluations were the more oorrect, the 
large balance in fayour of the country would sufficiently account 
for the improyement of ezchange without the interyention of 
foreign capital at all. There is, howeyer, no reason to belieye 
that the foreign yaluations are the more correct; on the con- 
trary, there are solid reasons to prefer the local yaluations. One 
reason may be cited. The price of coffee had risen from the low 
ayerage of the preceeding period, 3$247 per bag of 10 kilos, to the 
ayerage of 5$432 for this period, but shipments had fallen-off at 
Rio from an annual ayerage of 3.907:846 to 2.990.945 bags 
(JoBNAL DO CoMMEECio), and the aggregate yalue of shipments 
remained almost precisely the same as during the preyious 
period. This would be impossible, seeing that coffee forms 
the principal export of the country, if the fayourable balance 
presented by the foreign customs yaluation were correct. 

If, theref ore, the local yaluations of ezports and imports, when 
duly corrected and reduced to their gold equivalent, in reality 
represent .the relativo valué of one and the other, it is unques- 
tionable that without the assistance of foreign capital the 
equilibrium of intemational payments coxild not have been 
maintained, and that any attempt to artificially realizo a retum« 
to specie payments under such circumstances was bound to end 
in failure and disasler. 

IJnless the indispensable economical equilibriimi is not only 
previously realized but capable of being n^aintained, it is useless 
to ezpect that gold can be retaiiied in the country or the partia} 



i^esnmption oí speoie payments prove anything but a ooetly and 
useless ezperiment. 

An illustration oí wJmt must occur in such cases is offered at 
the present moment in Chile, where specie payments were re- 
Bumed without previously ascertaining if the economio condi- 
tions of the country rendered such an attempt feasible. In 
conseqnence, bnllion and specie are there rapidly disappearing 
again, and a retnm to forced currency is believed to be but a 
question of time. If exporta do not suffioe to pay for importa as 
well as all other fixed f oreign charges, the gold imported, unless 
it 18 continnously renewed by the importation of f resh f oreign 
capital, will inevitably drain-away again and disappear^ as it 
has done before. 

When both in 1876 and again in 1889 ezchange rose above the 
Bpede point (abont 27^.) the currency ceased defacto to be in- 
oonyertible, and gold, on the contrary, fell to a discount. At any 
zate in excess of 27^. the premium attained by paper-money 
could only be the result of altightness in the money market^ and 
of an ezoessive demand. The demand being then largely in excess 
of the Bupply the appreciation of the currency must continué 
until specie can be imported m sufficient quantity to supplement 
the supply of the local circulating mediiun and thus equilíbrate 
the demand. 

The policy pursued by Visconde de Ouro Preto and his pre- 
decessors of replacing the paper-money by a metallic or |con- 
vertible currency created so great a reduction in the supply of 
the circulating médium in 1888 and 1889 that its nominal valué 
exceeded the real, and its quantity was reduced to Es. 13$909 per 
head, evidently insufficient to meet the demand. Had the equi- 
librium of intemational payments been simultaneously realized 
depreciation would have been impossible so long as the emission 
of paper money were not increased, and the demand continued, 
theref ore, equivalent to the supply j there would then have been 
no necessity to cali in the small quantity of paper-money in 
circulation to maintain exchange at jpar. Unfortimately this 
equilibrium was not assured and, consequently, as soon as the 
available supply of gold for export was exhausted, although the 
relativo valúes of the local demand and supply may have remained 
unaltered and, with the exception of that part attributable to 
the balance of intemational payments, have positively increased, 
the demand for gold being in excess of the supply its price must 
have risen, and the currency have been depreciated propor- 
tionately if measured by this standard, although its valué or 
general purchasing power would have suffered no depreciation, 
the rise of some pricee being compensated by. the fall o| otheTs. 
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It is, howeTer^ impossible to retain gold in the oocmtry witli 
an inconvertible currency in operation on any other terms than 
the realization of the eoonomical equilibrinm. If the Yisoonde 
de Ouro Preto had realized his intention and actually substi- 
tnted specie f or all the paper currency^ goid must have continned 
to lea ve the country in precisely the same manner. The reduction 
of the volnme of the currency in that case^ however, wonld have 
caused a f all of prices at home, and, consequently^ an increased 
demand abroad, which would possibly have been snfficient to 
redress the economical eqnilibrium. 

This automatic regulation of exchanges is precisely the great 
advantage poseessed by gold over inconvertible currencies, and 
a retum to such a system would be advantageous chiefly on this 
account. IJndonbtedly, Sr. Affonso Celso understood the matter 
he had taken in hand, and endeavonred to secnre the necessary 
eqnilibrium by the best method available> the reduction of the 
burden of foreign payments. This he effected by the conversión 
of the outstanding foreign loans, bearing 5 per cent, interest and 
1 per cent, aniortisation, into a new debt of only 4 per cent. ftwnTii^l 
interest and i per cent, amortisation. In this manner a large 
economy was effected and the annual burden of fíxed paymente 
relieved ; so that, in spite of the very large positivo additions to 
the foreign debt entailed by the borrowing necessary for the 
redemption of the currency, the cost of its annual service f ell 
from 25.554:000$ gold in 1889-90 to 23.265:041$ in 1890-91. 

Whilst labouringto reduce the extemal annual liability of the 
country, the necessity of augmenting resources was likewise 
attended to by affording the assistance to agriculture and pro- 
duction that the situation created by the extinction of slavery 
exacted. Had the project of the substitution of a metallic cur- 
rency been actually reaUzed, there is little doubt that it would 
have preved ultimately highly advantageous to the country, but 
at fírst it is probable that the restriction of local credit and the 
losr rate of prices that must have ensued would have exercised a 
depcessive infiuence on production and agricaltural development 
and enterprise generally, that the depreciation of the currency, 
on the contrary, has so powerfuUy stimulated. 

Expenditure during this period rose to the highest real valué 
it has attained before or since, 11$334 per capita, and taxation 
must, theref ore, have exacted the largest proportion of labour 
or its equivalent. Estimated in paper money, even, the expend- 
iture also shows an increase from 12$234 to 12$858. 

Ordinary revenue irose from 7$803 gold during the previons 
period to 9$998 per head ; but, in spite of all, déficits oontinued 
^ previously and amounted to 1$336 gold per capiti^. 
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Secapitnlating onr oondnsions relative to this periodo it 
would appear that the project of substituting the paper money 
by a metallic ourrency, however well intended, was prematore 
and too artificial to be advantageotia. The morality oí the im- 
provement of the vaJue of the cnrrency by such meaos has 
been ahready discussed, and shown to be extremely question- 
able. The project thongh well conceiyed and ably carried out^was 
predestined to f ailure, because the resources of the country were 
insnfflcient to realize the complete substitution of the cnrrency 
by metallic money, or to realize the indispensable equilibrium 
of intemational payments if part remained in circulation. 



252 — 



SIXTH PERIOO 1890-1892. 



Average Bate of Exchange 

Valué of exporta (local valuation) per 

Valué of imports „ „ 

= 106.6 per cent, of exporta 

Foreign chargea, including the servioe 

of federal and other foreign loana 

guaranteea, and dividenda of foreign 

companiea,=12.1 per cent, of exporta. 
Imported Capital = 26.5 per cent, of 

exporta and 21 per cent, of ociivo 

Foreign debt, excluaiye of intemal gold 

loana payable abroad 

Ourrenoy in circulation ; including r 

Treaaury and Bank notea \ 

Total Indebtedneaa including all 
loana and emiaaiona of paper 
money 

Annual Federal Expenditure. 



\U 



Beyenue , 



Déficit.. 



Balance of International Pajmenta ex- 
duaive of bullion and prívate remit- 
tancea aa per Local Valuationa of 
importa and exporta ■ 

Balance of International Paymenta aa 
per Foreign yaluationa of importa 
and exporta • 

Shipmenta of Coffee at the Port of Bio. ^ 



I 



Pence 17.0 
head Bs.l8$202 gold 

„ 191191 „ 



21155 

417% „ 

181315 „ 
341384 paper 
211487 gold 

841065 
64$125 

91981 „ 
161273 paper 

81059 gold 
13$121 paper 

11922 gold 

31154 paper 



B8.187.052:0e8| gold 



Ba.36.359:482| 

3.054:282 baga 
99.213:491$ gold 



A aingle glance at the array of fig^ea that conatitute the 
indictment ia aufficient to reyeal the unmiatakable cauaes that 
haye operated the extraordinary depreciation of the currencjr 
4uring thia perío^. 
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No official or local statistios of the foreign trade a*e availaMe 
for this period, and those here presented as local Yaluations are 
merely the foreign customs' raluations reduced to their equÍTa- 
lent * local * ralne in the same proportion as was maintained be- 
tween them from 1875 to 1889. 

Whichever, however, of the two valuations be conanlted the 
result is similar, an absoluto balance of payments against the 
country, and the difference merely one of degree; and, as 
the valué of bullion and of prívate remittances have been 
omitted altogether, it is indisputable that the balance of inter- 
national payments since 1889 must have been unif(«rmly 
unfavourable, and that a great part of the depreciation of the 
ourrency must be attributed to this cause. 

The valué of exports increased from 16$460 to 18$202 but that 
of imports showed a still largor increase from 14$667 to 193191. 
This extraordinary increase of imports, if in part attributable to 
the largar valué likewise exported, is due even more to the de- 
preciation of the currency. If the foreign statistics relativo to 
the exportation of merchandize to Brazil for this period are 
examined, they will be found to exhibit an ahnost universal in- 
crease of from 30 % upwards. The valué of imports txceeded that 
of exports by 6 per cent, whilst the total international debit 
or passivo exceeded the credit or activo by 18 per cent. 

Foreign charges, owing to the conversión operation of 1889, 
feUslightly from 2$216per head to 2$155 gold ; but total indebt- 
edness increased enormously 36.3 per cent, from a nominal 
valué of 61$668 in the previous period to 841065, owing to the 
increase of the intemal debt and of emissions of paper money. 

The enormous increase of the currency from 14|774 to 34$384 
per head, equivalent to 140 per cent., exceeded any possible 
increase of a legitímate demand for the ciroulating médium that 
" the first awakening of national activity stimulated by the 
abolition of slavery" should determine, according to the opinions 
of Dr. Ruy Barbosa and Mr. Glyn, chairman of the London and 
Brazilian Bank, and provoked a violent f all in the local valué of 
the currency equivalent to more than 10 pence; which could only 
have been prevented from having depreciated exchange to a 
still lower rato than it actually reached by the artificial 
movement and demand for the money created by speculatíon, 
which in 1888 had already coinmenced to show unmistakable 
evidence of its influence. 

Foreign capital, on the other hand, lent but little assistance 
during this period, precisely when it was most needed, and 
represented only 7.8 per cent, of the valué of exports, whilst 
during the former period it reached 14.3 per cent. 
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ET6xythixig> theiefore, conspired to ínflate the intemational 
debt or p<M$%vo, and to reduce the valué of the credit or activo. 

The only redeeminiif f eature of the whole fínancial situation 
was the reduction in the real yálue of expenditure, consequent 
on the f all of exchange» from 111334 to 9|981 gold; but, as 
reyenne also/eZZ off from 91998 to 8|059 gold, déficits continned 
to acoumulate as previously. 

With such a fínancial and economical situation the depre- 
ciation of the currency was inevitable; ñor can a permanent im- 
provement be ezpected except by removing the causes of disturb- 
ance, and restoring the equilibrium of exchanges, by either 
reducing the volume of the currency or decreasing theproportion 
of imports to exports^ or both. The attempt to reestablish this 
equilibrium by means of foreign loans obtained on onerous 
terms may afford a temporary relief, but must ultimately leave 
the economical situation worse than before. 

The situation which must be faced may be summed up in few 
words. An annual expenditure largely in excess of revenue, 
an exhausted treásury, shrinMng resources, and vanished 
foreign credit; all conspire to créate a situation so dangerous, 
that unless it be vigorously handled must end in disaster and 
bankruptcy. 

It will be iuteresting to examime the causes that lead to such 
a degringolade, 

The initial f all of exchange in 1889 on the proclamation of the 
Bepublic was purely speculative, the transitory effect of a panic 
or loss of confídence in the political situation, that alone and 
unaccompanied by any real cause could not have been sufficient 
to determine a permanent depreciation of the currency. The 
large accession to the ordinary demand for bUls and gold for 
export that this panic originated was not confined to foreigners 
alone, but participated by the Kational Bank and others who 
hastened to realize and place their specie securely abroad. 
In view of the very large accumulations of bullion and 
specie, this extraordinary demand could not liave permanently 
affected the rate of exchange had the equilibrium of inter- 
national payments been a fact instead of a pleasing fiction. As it 
was, it merely precipitated matters by anticipating what must 
have inevitably have taken place unless staved off by fresh 
foreign loans, as the whole available balance in the hands of 
European bankers was already reduoed to about ¿62.213.000 at 
the cióse of 1889. 

The equilibrium of the supply and demand for bilis would, as 
soon as this extraordinary demand were satisfíed, have righted 
itself again if that of intemational payments had not been itself 
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in an nnstable state> or if some other real oause had not cooper- 
ated in the permanent depreciation of the currency. Oonñ- 
dence Tvould have been re-established and gold letumed to tbe 
oountry. 

Thia real canse was supplied ñrst by the nnprecedented 
increase in the volnme of the correnoy, which produced the cor* 
responding depreciation of nominal exchange, and conñrmed 
the initial fall that speculation originated ; and this fall was in 
its tum exaggerated andperpetuated by the final disequilibrium 
of intemational exchange caused by the exhanstion of the 
proceeds of the f oreign loan and the ever increasing ratio of 
the valué of imports and other f oreign obligations to that of 
exports. 

The disorganization of the federal revenues resulting from 
the transfer of the export duties and other revenues, 17.000:0001 
per annum, to the States could not but add to the difficulties of 
the situation, which the additional duties or surtaxes on imports 
did not compénsate. Bevenue consequently fell off from Bs. 
9$998 to 8$059 gold per head. 

That the snpply of money in 1889 was insufficient to satisfy 
the demand is preved by paper-money having risen to a pre- 
mium of Siper cent. What the precise valué of the supply then 
was cannot be determined, becavse it must have been largely 
supplemented by the immense quantities of specie that entered 
into circulation as soon as the valué of the currency became 
eqnal to that of gold. 

The general extensión of credit that f ollowed the gigantic 
importation off oreign capital in every form soon found the 
volume of the currency, even when supplemented by specie, 
insufficient for the speculation it engendered, and clamored 
for more. The first attempts to satisfy the demands were 
modest and tentativo, and limited to the emission of con- 
vertible notes. As the fever of speculation grew the demands 
for more paper-money became more and more imperious, and 
coinciding with the critical political crisis, preved irresistible. 
Prudence was thrown to the winds and emissions followed each 
other with lightning rapidity, until the volume of the currency, 
which in 1889 did not exceed Es. 198. 815 : 562$. rose to 
Es.555.825KX)0$ in Í891, and to E8.606.917:750$ in 1892! 

The average depreciation of the currency that corresponded to 
excessive emission for this period was equivalent to 6d., or a fall 
from par to 21d.; the rest) of the depreciation, equivalent to 5d. 
was theref ore, the result of the unfavourable nature if intema- 
tional balances. 



The tiglitness of paper-money obderrable in 1888 and 1889, and 
whioh Speoulators interpreted as an insufficienoy of the cirou- 
lating médium, was in reality the first premonitory symptom of 
the epidemic of speculation that 'ere long was to sweep all before 
it; and it was to the misconstmction and misapprehension of 
this symptom by the responsible anthorities that may be traced 
the origin of the whole subsequent disastrons policy of unre- 
stricted emission and " largos horixontes. " 

In an eloquent flight of his exuberant fancy Dr. Ruy Barbosa 
depicted not only the length to which this speculative mania 
must have already attained, but the general misapprehension as 
to its nature, and that this was shared by the Government of 
which he f ormed part. 

" The first awakening of national activity stimulated by the 
abolition of slavery gave rise to innumerable banking, industrial 
and commercial undertakings, the importanoe of which in only 
18 months (1888-1890) was equal to all the simultaneous enter- 
prises of sixty years of the former regime !" 

Stewart Mili thus describes the periodical growth of speoula- 
tive mania, " Af ter a f ew years of economy so much additional 
" capital has been accumulated that it no longer is possible to 
" invest it at the usual rate of profit." 

In Brazil the fall in the rate of profits was provoked, not so 
much by aocumulation of capital or difficulty of placing it at a 
remunerativo rate of interest, as by the increased cost of pro- 
duction consequent on the suppression of slavery and to the 
reduotion of nominal profits (in paper-money) caused by the rise 
of exchange. 

Such an epidemic commencing in 1888 continued to 1891 until 
the contagión had attacked all r'lasses, and created an unpre- 
cedented expansión of credit that only f ed still more the adven- 
turous spirits. 

The unprecedented issue af paper-money and its oonsequences, 
from which we are still suffering, was but the logical and inevit- 
able eonsequence of this prevailing epidemic, and would in all 
probability have never occurred, or would certainly have never 
attained such gigantic proportions, had the speculative mania 
been checked, or never permitted to assume an epidemic f orm. 
The responsibility f or the present state of affairs must, thcre- 
fore, be shared by all who either failed to observe the birth and 
growth of this speculative mania, which was in fuU swing before 
the advent of the republican regime, on which the blame is 
usually laid. Undoubtedly, the members of the Provisional 
Government incurred, in common with the previous govemment. 
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a serious reepoxiBibilitj in not recognizing the danger oí such a 
f antastio spirít, and in place of checking, actually enconraging 
its development by imprudent or unrefiected measures. 

Whether or no the same effecte would not have been produoed 
by the same initial causes^ even without any change in the 
form of Gk)Teniment, is aproblem that oan never be solved, but 
which possesses every element of possibility jndging from the 
course events were already taking in 1889. 

A prudent and oantious administration, might, perhaps, have 
saved the sitoation^ but it is doubtf al if at that period such an 
administration conld have been collected, or, if f ound, conld have 
for long resisted the pressore and contagión of the speculative 
mania that swept all before it. 

If, therefore, it be remembered, that the very members that 
composed the new govemment were already victims of the pre- 
vailing contagión, in common with the rest of the community, 
and oompelled to see everything of a golden hue through glo- 
rified spectacles, the extraordinary spectacle that Bio Janeiro 
exhibited from 1889 to 1891 becomes more intelligible, and the 
conduct of the provisional Govemment more excusable. 

That nnder the intoxicating infíuence of this contagión all 
wamings were set aside on the mere croakings of hopeless 
pessimists or "Sehastianigtas" was natural ; and only similar to 
what has happened in every other country where a similar epi- 
demic has matured. Such was the experience of Law's mag^i- 
ficent scheme to enrich humanity by unlimited emissions of 
paper-money. Its disastrous failure, however, did not prevent 
the equally disastrous " South Sea Bubble," ñor the unlimited 
issue of assignats again in 1800, ñor the repetition of similar 
disasters in 1889-90 in Buenos Aires, ñor did it in Brazil itself 
ñor anywhere else, and never will, because men must, indivi- 
dually and collectively gain their own experience, and are either 
unable or unwilling to profit by the experience of others. 

The stability of all bodies, organic or inorganic, as of our 
social system, depends on the equilibrium of its component 
atoms or elements. The simple introduction or contact of a 
foreign element is often sufficient to destroy that equilibrium, 
never to be regained. 

In the same manner the fínancial equilibrium, so laboriously 
and artificially realized in 1889, was destroy ed by the action of 
two foreign disturbing elements; Speculation the offspring of 
the very prosperity it was destined to destroy, and Bevolution 
with its fundamental disturbance of ideas and institutions. 

Had either of these two disturbing factors acted alone, its 
effects would have preved less complete andless painful. 
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Speculation alone would have caused muoh injury, but duly 
observed and checked by a prudent administration, ita resnlts 
must have been ephemeral and easily remedied. 

The effects of the Revolution, or rather evolntion, of 1889 
woTÜd similarly^ have been leas injurióos had it not eoindded 
with the developrnent of the speculatiye manía/ and thus preci- 
pitated and exaggerated the fall of exchange, inevitable in 
any case. 

To such a combination of extraordinary circnmstances and 
permanent causes must be attributed the origin of the last great 
depreciation of the currency; the responsibility for which oor- 
lesponds neither to this ñor to the late regfime, hut to hoth ; and 
if to one more than another then rathei* to the Empire, because 
the ñnancial policy pursued by the Bepublic was but the logical 
sequence of that previonsly initiated and put into exeoution. 



Comparison of the Economical and Financial Sítuation 
in 186M864; 1886-1889; and 1893. 



PER CAPITA 



Valué of exporta. . 

" " imports.. 

Foreign charges.. 

Imported capital.. 



Foreign debt exclusive of Na- 
tional LOANS (gold) 

Currency in 

Total debt (exclusive of Máximo 
floating debt) Mínimo 

Expenditure pf^^^ 

Ordinary Revenue ^^ 

Beficit ^^1<1 

paper 

Exchange, 90 days rate. pence 

Batió of imports to exporta % 

" " Foreign charges 

to exports % 

Eatioof Imported capital 

to exports % 

Batió of Imported capital 

toActivo % 



1861-1864 


1886-1889 


17$817 


161460 


131914 


14$667 


1«690 


2$155 


1$246 


2$355 


91227 


181315 


10«556 


14$774 


28$333 


61$661 


27$709 


26$802 


6$413 


11$334 


61034 


111359 


51816 


91998 


6$034 


11$359 


0$597 


1$336 


0$602 


1$999 


2 




81.5 


89.1 


9.6 


12.1 


7.6 


14.3 


6.8 


12.0 



1893 



191073 

17$749 

21146 

0^1 



181693 
42$282 
92$175 
581149 

8$319 
16$194 

6$898 
161194 

1$422 

31361 

93 

11.2 
3.2 
3.1 



Comparing the statistics for the year 1893 with those of the 
period 1865-1867 it will be found that the valué of exports has 
increased only 7 % ; from 17$817 to 9$073 gold per head, whilst 
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importad capital has fallen off from 1$246 to 0$581 gold per head. 
On the other hand tbe valué oí imports has increased from 
13$914 to 17$744 per head, or 69 per cent, whilst f oreign charles 
have simultaneously grown from 1$690 to 2$146. Consequently, 
whereas in the period 1861-1864 the balance of trade was nni- 
formly favourable and the International debit or passivo only 
represented 91.9 per cent, of the activo, in 1893 the balance was 
unf avourable and the passivo, exceeded the activo, by 12 per cent. 

The eoonomical sitnation in 1893 has, therefore, greatly 
deteriorated if compared with 1861-1864, the total ayailable 
resources being insnfficient to satisf y the intemational obligations 
of the country, bnt that this, in spite of the growth of f oreign 
charges, has not affected individual prosperity is shown by a com- 
parison of the balance that remained over after exporta had 
satisfied the fíxed f oreign charges of the State in both instances. 
In 1861-1864. Exports yielded Rs. 171817 gold per head 

and inl893 Rs. 19$073 

In 1861-1864. Foreign charges cost E-s. 1$690 

andinl893 " 2$146 

In 1861-1864 a balance remained of Es. 16$127 
andinl893 of " 16$927 

In 1893, therefore, the balance that remained per head after 
payment of all taxes was only very slightly lesa than in 1861-64 ; 
but if this result is compared with that of 1886-1889 the advan- 
tage is all in favour of the present. 

In 1886-1889 Exports yielded an 
arerage of Bs. 16$460 gold per head 

In 1886-1889 Expenditure amounted to " 11$334 " " " 

Rs. 51126 

Leaving a balance disposable of Rs. 5$126 ; compared with Rs. 
10$753 gold in 1893! 

There can be little doubt, therefore, as to which period was 
more advantageons to production, and to the developrnent of 
the most important industries of the country. 

If the same comparison be instituted on a paper-money basís 
the advantage becomes still more apparent. 

Tbevalueof exports yielded 1886-89 1893. 

an aunual average of.... Rs, 18$106 paper, Rs. 44|783 paper 
National Expenditure 

amonnted to " 12$858 " " 19$552 " 



Rp. 5$248 paper Es. 25$231 paper 
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In 1893, therefore, althongh the annual expenditure had-in- 
creased 75 per cent, if estimated at its nominal yalne the balance 
that remained oyer after exporta had satisfíed all expenditure 
was almost five times greater tban in 1886-1889! Unless, 
therefore, the cost of production had also risen in a similar 
ratio it Í8 nnqneslionable tbat prodnction and exports rnnst have 
realised a far higber rate of profit both real and nominal, than in 
1886-1889 when exchange was at or near to par. 
It has been shown that the cost of production has not risen in 
proportion to the price of exports ; on the contrary that wages 
have suffered a depreciation of about 30 per cent, in their real 
or gold yalue, whilst the rise in their nominal valué has been only 
at the rate of about 16 per cent, and the cost of other expenditure, 
including that on account of rent, taxes and even of imported 
merchándize, if it has risen more than that of labour, has not 
done so in the same proportion as the valué of exports themselves. 

During the period 1861-1864, we have seen, the balance that 
remained over after settling all foreign charges was Bs. 16$127 
gold per head, whilst in 1893 it had increased, in spite of the 
simultaneous growth of the burden of foreign charges, to 16|927 
per head. If, then, the tax-payer preferred in 1893 to liquidate 
his balance by receiving its equivalent in the shape of imported 
merchandize instead of bullion, as in 1861, this cannot alter the 
fact that in 1893 he disposed of a larger amount per head than 
he did previously. In point of fact, he not only imported goods 
to the valué of the balance that remained over to him after 
satisfying fiscal exigencies, but actually encroached on the 
moiety that was requisito to meet those charges, so that the 
total intemational debit or pasBxvo exceeded the valué of exports 
by 12 per cent, and that of the total resources or activo by 7 per 
cent.; and thus upset the balance of intemational payments. 
Theimportation in 1893 was, and still is, therefore, unquestionably 
excessive ; not because exports alone were insuffloient to pay f or 
them — as imports represented only 93 per cent, of the valué of 
exports — ^but because thay were insufficient to cover both the valué 
of imports and that of foreign expenditure of the State as well. 

The excessive importation has been liquidated hitherto by 
means of the assistance of foreign capital; but such a system 
must necessarily come to an end some day, when the Country will 
leam that nations, like individuáis, cannot "have their cake and 
eat it too"; and that, if they will insist on f orestaUing revenue and 
hypothecating the future without any effort at curtailing their 
individual expenditure of foreign or imported goods, they are 
thereby accumulating a burden of debt that will some day 
become unbearable, and must end in disaster and discredit. 
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The problem that we propoaed to solve at the commencement 
of this analysis is therefore decided in the negative; and exporta 
proved to have been absolutely insufficient without the periodical 
assiatance of foreig^ capital to satisfy the forelgn obligations of 
the country. Fixed charges alone, it has been seen^ exact from 
11 to 12 per cent, of the valué of exporta, whilat importa demand 
payments equivalent to 93 per cent ! ünless, therefore, either 
foreig^ charges or the yalue of importa can be reduced, either 
bankruptcy or the periodic api)eal to foreign credit is inevitable. 
Foreign fixed Chargea are incapable of further reduction, at aU 
eventa f or the present; the only resource, therefore, is to reduce 
the yalue of importa, the sine-qua-non oí economical equilibrium. 

It ia not that the debt of the country is excessive, on the 
contrary it comparea most favourably with that of far leas 
productive countriesj ñor yet that it is disproportionate to the 
yalue of production and exports, of which its charges only 
represented 11,2 per cent, in 1893 ( whereas the seryice of the 
Argentine debt, if it were paid integrally representa 34.7 per cent, 
of the valué of exports in 1894 ) but that we are unwilling to 
curtail our e2q>enditure or deny ourselves the luxury of spending 
more than we can afford on foreign wares, whilst the modus 
operandi both of the inconvertible currency and of the defective 
fiscal ayatem of collecting dutiea on importa both conspire to 
exaggerate the tendency towards extravagant importation. 

Besiat aa we may, reduction of the valué of importa must ensue 
eventually; as it is impossible either to continué indefinitely to 
liquidate the excess by means of foreign loans, ñor to leave it 
unpaid. The sooner, therefore, the better. 

If we are to compare the relations of the taxpayer in 1861-64 
with that in 1893 we shall aee that the position was not so ad- 
vantageous. 

1861-64 1893 

Exporta yielded Es. 171817 Rs. 191073 per head 

Expenditure was " 61413 " 8$320 " " 



The balance that remained was Rs. 11$404 Rs. 10$753 per head 

The inevitable conclusión that must be drawn, therefore, is 
that howsoever inconvenient the depreciation of the currency 
may have been from a financial point of view, it has proved a 
real advantage and stimulus to the productive industries and 
exports. 

It is aometimea pretended that the advantagea gained by 
theae industries must be acquired at the coat of labour, and that 
the fall in the rate of wagea represents an equivalent injury 
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inflicted on the most deseiring olass of the commanitj. This, 
however, is not so certain ; on the contrary there is everj reason' 
to believe that the rise effected in the nominal rate of wages 
already counterbalanoes the general rise of prioes, and that the 
valué of wages, that is their g^eneral purchasing power, has 
nndergone no rednction whatever. If, however, the príoe of 
wages does not, in f act, correspond to the general rise of other 
prices, the excessive demand for labour may be trusted to raise 
it to it3 proper level, so that the same standard of living which 
labonr previously exacted will be maintained whatever exchange 
may be. 

The total indebtedness of the country including the paper- 
money in circulation has increased 190 per cent, per head since 
the period 1861-1864, and 49.4 per cent, since 1886-1889. The 
increase has been greatest in paper-money, emissions having 
increased 300.3 per cent, per head since 1861-1864, and 186 per 
cent, since 1886-1889; the intemal debt likewise reg^isters an 
enormous increase of 234 per cent, per head since 1861-1864, but 
only 20 per cent, since 1886-1889. The increase of indebtedness 
of every description intemal and foreign withoat any serious at- 
tempt at amortisation of the former is nnquestionably the most 
nnsatisf actory feature of national finance ; but is inevitable so 
long as we continué to import more than we can pay for, and 
until expenditure is balanced by revenue. 

Pntting aside the consideratíon of relativo indebtedness, it is 
nnquestionable that if the flnancial situation of the oountry has 
greatly deteriorated since 1861, it is beoause proper measures 
have not been adopted to ensure the eqnilibrium, and not becauae 
the economioal condition of the nation has suffered; on the 
contrary it has vastly improved if compared with .the period 
1886-1889. 
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CONCLUSIÓN. 



Reconstitution of the Financial and Economical 
Equiiibrium. 

The problem to be solved is not so much how to raise the 
valué of the cnrrency as how to maintain it at an uniform and 
constant valué. 

The artificial improvement of its valué has been shown to be 
as unjust to debtors as a similar depreciation would be to credi- 
tors; whilst it is an accepted fact that what really in jures 
both trade and industry is, neither a hi^h ñor a low, but the 
oscillating valué of the currency ; and although opinions may 
difPer in other respects, they are unanimous in condemning the 
injury that the unceasing alterations of valúes, and the specula- 
tive element that they introduce, inflict on every class of business. 
If, then, it were possible to communicate a stable valué to the 
currency it must be advantageous to all concemed, and go far 
to checkmate the manoeuvres of Speculation in exchange, which 
only continúes to exist on the chance of the wide margins. 

Any prospect of Exchange again reaching par seems, in view 
of the enormous mass of paper-money to be operated on, to be 
indefinitely postponed. The fall of exchange during the last 
six years to a lower point than it ever previously reached has 
been mostly compensated by the gi*adual adjustment of all prices 
to suit the new conditions thus evolved, but not without trouble 
and resístance in regard to the price of labour, at least. If the 
currency were again to rise to par, prices and valúes must be 
again disturbed, and provoke an inverseresistance to the inevit- 
able reduction of wages by Capital, and a fresh disorganization 
of the relations of Labour and Capital. Such constant friction 
is dangerous, unhealthy, and certain to provoke an antagonism 
as determinedas that which separates the two classes in Europe. 

This antagonism, which is surely an anomaly on American 
soil, where the excessive demand should ensure the equitable 
remuneration of labour, is, nevertheless, indisputably progres- 
sive in the Argentino Republic, and owes its origin, we are con- 
vinced, to the disturbing factor exercised by the oscillating 
valué of the currency. Similar causes must produce in Brazil 
as elsewhere similar effects, and if the immobilization of the 
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value oí the currency produced no f urther result than the nor- 
malization of the relations of Labour and Capital it would even 
then be well worth attempting.. 

If then tbe resnmption of specie payments or the attainment 
of par valué by the currency appears to be indefinitely post- 
poned^ the only means of arriving at any definite stability in the 
valué of the currency consista in redncing its par valué to such 
a rate as is not likely to be again disturbed. 

The reduction of the par standard valué has been several times 
proposed, though always at a rate in excess of the actual depre- 
ciatlon. ThuR the Jornal do Brazil proposed some time ago to 
reduce the standard valué from 27 to 17 pence. 

There can, however, be no advantage in fíxing the standard 
valué at any rate that would exact any effort to laise the valué 
of the currency to that level, as this would entail all the 
disadvantages and confer none of the advantages of such an 
operation. The injury that a reduction of the standard valué 
would inflict on certain classes of creditors would, as has been 
shown, be limited almost exclusively to the holders of internal 
bonds (apolices) payable in currency, who would thus be debarred 
from any contingent advantage that a possible appreciation of 
the currency might confer; but even so the permanent deprecia- 
tion would be more apparent than real, one of price rather than 
of valué, and would probably be preferred to the almost certain ¡ 

further depreciation that must ensue, unless some measures are 
adopted to realizo the economical equilibrium and check the 
fall of exchange. 

If then the standard valué were to be reduced at all it is well 
that the measure should be radical, as otherwise iíb must fail in 
its objects. The present rate at which exchange has now 
oscUlated f or some years 10 pence might then be advantageously 
adopted as the new standard valué of the milreis. 

All previous obligations contracted in gold on the basis of i 

27d. to the milreis, it is of course understood, would be respes ted. i 

The reduction of the standard valué would then ensure some 
permanency in existing prices and valúes and thus ensure to 
production, f or some years to come at least, the unquestionable 
advantages that a low rate of exchange confers. These may be { 

recapitulated as follows: ! 

Ist. A low rate of exchange reduces the cost of exports and 
raises profíts thus »timulatiag production, and counterbalancing | 

in some degree the injury inflicted by proUxtive tarifFs. 

2nd. A low rate of exchange tends to reduce the profits of 
f oreign capital employed in the country, and to lower the cost of 
f reights and of production generally. 
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3rd. A low rate of ezchange enables the administration to be 
carríed on at a leas real cost and, conseqnently, with a lesa sacri- 
ñce on the part of contribntors. 

On the other hand the disadyantages are not numerons : 

Ist. A low rate of exohange tends to stimulate importatíoH 
even more than exportation, and thos to perpetuates and exag* 
geratee the dÍBeqnilibritim of intemational payments. 

2nd. It tends to reduce the real valué of revenue and increase 
the nominal valué of taxation, and to perpetúate déficits. 

It is clear that unless simultaneous steps are adopted to 
neutralize the disadvantages that a reduction of the standard 
valué would oi>erate, little real benefít could result from such a 
measure. No equilibrium of intemational payments can be 
assured unless the stimulus to importation, that the low rate of 
ezchange and the system of collecting duties of their nominal 
valué conf er, is neutralized. This can only be efPected by an 
increase in the rate of duties oharged, and by their recovery ón 
a gold basis in proportion to the metallic expenditure of the 
líation. Unless the equilibrium of intemational payments is thua 
assured no reduction of the standard valué can produce any 
xelief, and exchange would continué to deprecíate again, as has 
occurred in Chile, and previously in Brazil, where the par valué 
of the muréis has already been twice reduced, once in 1833 from 
67i to 43i pence, and again in 1846 to 27 pence, 

To reduce foreign charges is not practicable, whilstto increase 
«xports demands both time and patience. The only alternativos 
that remain are to either reduce the valué of imports, or to con- 
tinué the ruinous system of borrowing. 

. The advantage of foreign trade consists in it enabling us 
to ezchange our superfluous products f or the greatest quantity 
attainable of useful or agreeable objects that we ourselves are 
xinable to produce ezoept at a much greater ezpenditure of 
labour, or of an inferior quality. The greater the quantity and 
valué of the imports we receive, therefore, the greater should 
be the advantage secured. This, however, would only be a 
poBÍtive advantage if it were the result of an ezchange of 
products such as has been indicated, and disappears when it is 
in part acquired by hypothecating the futuro. This is what 
actually occurs. Brazil imports more foreign goods than her 
resources permit her to pay f or, and trusts to foreign capital to 
liquídate the balance. To put a stop to this excessive impor- 
tation must, therefore, be the sine qua non oí the economical 
•equilibrium wíthout which any attempt at improving the valué 
of the currency is but labour lost. 



The only remedy is the inorease of dnties on imports, bnt 
curó mtist be exercised that sucli an inoreaae shall aogmrat 
as little as possible the cost of prodnction and ezports, bf 
exempting as far as possible the commodities indispensable to 
tiioae industries ; as^ otherwise, the desired shrinkage of impoits 
may be accompaniod by a simxQtaneous but unwelcome reduQ-. 
tion of exports as well. If in 1889 oonsumers Gonld afford to 
paya duty an imported goods equivalent to 43 per cent, on their 
real value^ they can afford it stilL The retnm to the statu quo 
of 1889, whiph wonldbe similar to the collection of duties 
whoUy in gold, would be equivalent to an increase of 48 per 
oent. of the existing duties (1894) and has been shown to be 
unnecessary to secure the fínancial, equilibrium ; but a similar 
or even greater increase of duties may be necessary to secure 
that of International payments ; and i^ the collection of part or 
the whole of the duties in gold or on a gold basis proved insufK- 
dent to reduce the valué of imports, the duties must be again 
advanced until the equilibrium of payments is defínitely attained« 
TJnless such successive increase of duties were accompanied by 
an intemal or excise tax, they must result in a falling-off of 
' reVenue ; so that the economical equilibrium would be attained 
only at the expense of the finandal, The problem is dual, 
both fínancial and economical, and no measures taken to ensure 
one independently of the other are likely to give ány bufa 
purely transitory relief . When once the true causes of the dis- 
tnrbance are f uUy recognized it becomes possible to adopt the 
necessary measures to remove it, and to formúlate a definite 
policy to secure a simultaneous and lasting retnm of both 
financia! and economical prosperity. 

Such a policy may be summed up inthe foUowing pn^franune. 
No more loans, or gv>araniee$. 
No more Déficits. 
More Btábxlity of evchange. 
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ERRATA. 



7. Sum of the official valnation of exporta; for 649.452:0541^ 

read 6498.402:054$. 
15. Table of the MoTement of Importa ; for 1890-1862, read 

1890-1892. 
25. On 35th line, for ''XJnless everj increase of foreign cliarges 

Í9 aocompanied by a poeitÍYe increase of importa "^ 

read increase o/exports. 
40. For the period 1861-1867 read 1861-1869; and for the real 

orgold cost of the aervice of the intemal debt for 

same period, in lien of 74.098:820$ read 4.098:820$. 
50. Service of the foreign and national gold debt for 1890-1892 ;: 

in lieu of 83.609:1241 read 89.609:124$; and for the 

aervice of the total federal debt 1^6-1889, in Ueu of 

45.570:506$ read 42.570:505$. 
59. Beceipta and expenditure of the Santoa By ; for period 1871-^ 

1885 read 1876-1885 ; and for the annnal expenditure 

1886-1889, in Keu of 1.712:014$ read 2.712:014$. 
63. Beceipta of all foreign guaranteed railwaya ; for period 1888- 

1890 read 1886-1889. 
76. Table of foreign capital investedin Brazal; for period 1891- 

1892, read 1890-1892 ; and in the column ahowing total 

expenditure, for 970.461:188$, read 976.461:188$. 
79. Annnal average chargea for profíta of foreign capital; for 

6.344:156$ read 6.944:156$. 
94. Oompariaon of French valuationa of coffee withBio pricea; 

for 34.326:000$ read 35.326:000|. 
106. Oorrected local valuationa of importa for 1879-1888 ; in lien 

of 1041.820:432 read 2.041.820:323$. And for the Batió 

of local valuationa to foreign valuationa of importa ; 

in Heu of 98Í %, read 98.1 %. 
132. Foreign expenditure of the Miniatry of Agricnltnre ; in lieu 

of 6.126:278$ read 6.146:278$. 
138. Line 21, for "And the valué of the currency roae 17 J pence 

to par,'* read "from 17J pence to par,** 
161. Total valué of notea incirculation 1876-1885 ; for 205.534:869$, 

read 204.271:286$. 
173. 36th line, for " In gold it repreaented a dividend of 16.7 %'* 

read 18.7 % . 

185. Linea 5 and 20, for 1861-1869, read 1864-1869. 

186. Line 4, for 16.6 % , read 18.6 %. 

188. Line 22, for guarantee amounted to 33.079K)37$, read 
32.079:037$. 

197. Table at foot of page, for Valué of importa duty paid = 

609.136:491$. read 909.136:491$. 

198. Line 35, for in 1893 the revenue obtained from importa 

waa 169.005:000$, read 196.005:000$. 
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